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Financial Highlights

Fiscal years ended January 31,

in thousands, except per share data

2004(a) 2003 2002(b) 2001 2000
Net sales S 814,425 8 752.041 $ 668,007 $ 372,633 S 349,083
Cross profit 335.777 307,413 245,392 96,038 86,746
Income from operations 72,330 68,209 5,863 40,794 44,947
Netincome (loss), as reported 2,036 18,150 (29.837) 13,436 15,329
Net income (loss), as adjusted 24.520(c) 18,150 (29,837) 13,436 15,329
(Loss) earnings per common share,
as reported
Basic .$ (1.02) $ 0.82 $  (1.92) 8 099 $ 1.1
Diluted 3 (1.02) 8 0.78 $  (1.92) % 087 8 0.99
Earnings (loss) per conmon
share, as adjusted
Basic 3 1.07c) $ 0.82 S (1.92) 8 099 8 1.11
Diluted 8 0.97c) 8 0.78 $  (1.92) $ 0387 % 0.99
Total long-term debr, less
current portion $ 233,802 $ 317,959 $ 326,121  § 331,145  $ 175,030
Convertible, redeemable
preferred stock 10,793 15,634 11,980 8,542 -
~ Shareholders’ equity 210,959 131.844 111,934 134,887 82,287
EBITDA, as reported (d) $ 58374 S 90.984 S 36,497 8 53,818 3 55,909
EBITDA, as adjusted (e) 95,458 90.084 67,797 53.818 55,909
Cashi flow from operations 45,801 28.620 8,653 26,065 31.971

(a) Includes debt extinguishment and restructuring charges of $34.8 million and $2.3 million, respectively.

(b) Reflects a $10.3 million inventory charge, $20.5 million of lower gross profits due to “high cost” inventory and $0.5 million of restructuring charges.
These charges are included in net (loss), as adjusted.

(c) Adjusted before giving effect to debt extinguishment and restructuring charges, net of taxes of $21.1 mitiion and $1.4 mitlion, respectively.

(d) EBITDA is defined as net income plus the provision for income taxes (or net loss less the benefit from income taxes), plus interest expense,
depreciation and amortization. For a reconciliation of net income to EBITDA, see Note 4 under ltem 6 “Selected Financial Data” of the Company’s
Annual Report on Form 10-K for the fiscal year ended January 31, 2004 which is attached. EBITDA is a non-GAAP financial measure.

(e) Excludes charges noted in (a) and (b) above.
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Dear Fellow Sharchalders: )

iscal 2004 marked a very significant year for our Company.
During the vear, we achieved record sales of 3814.4 million, an 8.3% increase over last year, reflecting the
strength of our brands, the success of our business model and the benefits of the strategies implemented since
the Elizabeth Arden acquisition in 2001. Each of our fragrance, skincare, and color businesses experienced
growth rates significantly exceeding the industry average. During the year, we implemented a number of financ-
ing and operational initiatives that will result in significant interest expense and operational savings.
Our earnings per fully diluted share on a comparable basis, excluding the charges associated with these initiatives,
was $0.97, compared with $0.78 last year, or a 24.4% increase. Importantly, during fiscal 2004 we also laid the

foundaticn for future growth:

O We substantially increased our investment in advertising and brand development. We launched a number
of new products whose results exceeded our expectations and we filmed our first television commercial fea-
turing Catherine Zeta-Jones.

We expanded our offering of prestige fragrances by adding additional distribution relationships with our
beauty manufacturer parters.

We consolidated our U.S. distribution operations, expanding our Roanoke facility and closing our Miami
Lakes operations, which we expect will reduce operating expenses by $4 to $6 million by fiscal 2006.

We recapitalized our balance sheet, eliminating high cost debt, which will generate significant interest

expense savings going forward.

Innovation and Successful Brand Development Sustains our Strong Brand Equity

A key element of brand development is innovation, and during fiscal 2004
we introduced nmumerous successful new products in each of our product
categories. We launched Red Door Revealed, a flanker brand to the classic
Red Door fragrance, which led to a 28% growth rate for the Red Door fran-

chise. We also had further success with the Elizabeth Arden skin care and
Apply an g
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color cosmetics products, including Ceramide Plump Perfect and Overnight
Success. Color Intrigue, our new line of lipsticks, produced over 40%
growth in the lip categorv. We also launched Gardenia Elizabeth Taylor, a
new fragrance from the House of Taylor, and £S Silver, a new fragrance

from the PS Fine Cologne for Men line.

Bl

In addition to achieving record sales, during fiscal 2004, we also won
numerous prestigious industry awards for our products in a number of

different countries, including the U.K., Singapore, Canada and the U.S.

In last year’s annual report we expressed confidence in our marketing and brand development strategies and
committed to increase advertising and promotion to support our brands. We staved true to this goal during fis-
cal 2004, increasing our advertising spending over fiscal 2003 and emphasizing our spokesperson Catherine
Zeta-Jones across all the Elizabeth Arden product categories to reinforce a consistent image. We aired our first
televisioni commercial featuring Catherine, which featured the ardenbeauty fragrance in the U.S., as well as

other Elizabeth Arden products globally, over this past holiday season. We are very excited about our newest
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Strong Retall Partner Relationships Support our Growth

television commercial with Catherine supporting our latest fragrance
launch, Elizabeth Arden Provocative Woman, which is scheduled to premier
m April 2004.

As we drive down operating expenses, we will continue to re-invest these
efficiencies into our brands and plan to increase our advertising activities
again in fiscal 2005. We are launching a number of new and exciting
products that will complement our existing portfolio of products. We also
recently signed an exclusive global licensing agreement with Britney
Spears, the internationally acclaimed music star, to develop a line of fra-
grances and other beauty products, that will allow us to target a younger
consumer. We look forward to her first fragrance, which will debut in prestige

department stores in the U.S. in fall 2004.

The strong relationships we have with our retail partners have been criti-
cal 10 our success as a company as our unique business model capitalizes
on industry sales trends. Prestige products are not only increasingly being
sold in mass retail, but continue to take market share from mass brands
at mass retailers. In 2000, prestige fragrances represented 39% of the
total fragrance category at mass retail. In 2003, this percentage increased
to 51% and represented a compounded annual growth rate for prestige fra-
grances in the double digits, while mass fragrances continued to
decline. As the leading supplier of prestige brands to large mass

retailers, we benefit from these trends.

We continued to develop the prestige category at mass retail-
ers and during the vear added many new and innovative pro-
grams. We are optimistic about the prospects for skinsimple,
the modern skin care line currenty being sold exclusively at
Wal-Mart. skinsimple, an “easy to use” regime of skin care
products that is targeted toward the broad consumer market,

was launched in stores this past March. We also introduced

a new line of Elizabeth Tavlor nail polishes and lipsticks to

mass retailers and chain drugstore accounts, and early results

have exceeded our expectations. Our retailers continue to
reward us with vendor awards as they recognize our success.
During fiscal 2004, we received an “A” rating from Target,
for example, as one of its “high-potential, high performance”
parmers. Furthermore, three of our Elizabeth Arden displays
recently won industry “Oscars” [rom the point of purchase

industry trade group.

E. Scott Beattie

Chairman. and CEO
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stronger. All of our main business

functions, including marketing,

operating on all cylinders.”

improving International Trends Helping to Drive our Growth

During fiscal 2004, our international sales increased by 9.7%, reflecting
our strong position in select international markets as well as the weak dollar.

While the SARS fears and the war with [raq depressed sales early in the

vear in international markets and travel retail stores, in particular, by

vear-end we experienced positive trends in most international markets. In

the fourth quarter, net sales for our international operations posted a

“The business has never been growth rate of 16%, and recent retail sales trends are in-line or ahead of

market growth rates.

Our largest international market is the Unired Kingdom which expe-

product development, sales, rienced substantial growth as a result of a new sales initiative implemented

finance and operations, are during the vear, entitled “Plan for Growth.” This was so successful

at delivering improved sales and profits that we are introducing the
program in other international markets. The “Plan for Growth” model

Paul F. West maximizes sales growth and profitability with each retailer and across all
President and

e : beauty product categories. Business plans are individually tailored for
Chief Operating Officer :

each retailer based on priority doors and are implemented and designed at

the product “SKU” and door level.

On a personal note, [ recently toured our affiliates in Asia, including visits to our operations in Singapore, Korea,
New Zealand and Australia. The opportunity for Elizabeth Arden in those markets is tremendous. We already
have strong market positions in these countries, particularly Australia and New Zealand. We have launched new
products targeted to these regional markets, such as FVisible Whitening Pure Intensive Capsules introduced last
vear for the Asian market. During fiscal 2004, we strengthened our travel retail operations, expanded the glob-
al distribution of the fragrance brands Jaguar, L'Or de Torrente and Lulu Guiness in certain affiliates and signed
an exclusive licensing agreement with GANT AB. We are also expanding our manufacturing facility in South

Africa to reduce the need for third-party sourcing as that market grows.

Operational imprevements are Enhancing the Foundation
of the Business

Two yeans ago we committed to reduce operating costs. We are
continuously identifving ways to improve our operations.
During fiscal 2004 we completed several major projects that will

help to reduce expenses, enhance efficiency and improve

customer service. : ‘ ' ‘ o

The most visible operational improvement was the expansion of our Roanoke distribution center and the con-
solidation of our Miami Lakes distribution operations into the Roanoke facility. The expansion of the Roanoke
distribution center tripled storage capacity and is expected to reduce inventory, improve customer service
levels and result in operational savings. Despite the activities surrounding the consolidation of our distribu-
tion operations, we were able to achieve worldwide customer service levels of 97-99%, including the shipment

of over 270 different promotional programs, representing over 50 million units globally, during the holiday season.




During fiscal 2004 we also made significant improvements to our information systems. We finished the migra-
tion to a single technology platform, allowing our business to now operate on one information system. We
upgraded our financial information systems, by installing the current version of Hyperion, which will provide
more conmprehensive and timely budgeting and financial reporting information. Our internal comumunication

systems have also been enhanced to provide our sales staff with better marketing tools and sales information.

Dramatic Improvement in Balance Sheet Provides Solid Base for Growth

Long term debt, excluding

current portion Since the acquisition of the Llizabeth Arden business, our strategy has been to
$350 Snmiiers  deleverage and reduce high-cost debt. 1 am pleased to report that through
saas | $331

February 2004 we successfully restructured our balance sheet, paying down
$320

o0 over $80 million of long-term debt and reducing our future annual interest
s220 | expense by approximately $13 million. This accomplishment will be a key ele-

s275 ment driving our future earnings and resulted from reduced working capital uti-

lization and a number of capital markets wansactions:

We successtully sold 5.75 million shares of conmmon stock (2.08 million shares were

s . sold by Unilever from converting the Series D Convertible Preferred Stock) at $18.25,

woome e e and used the net proceeds to us to redeem a portion of our 113/4% senior notes.

We refinanced virtually all of the high cost debt, issuing $225 million of 7 3/4% senior subordinated notes and

retiving all but $8.8 million of 11 3/4% senior notes and all of the remaining 10 3/8% senior notes. This

enabled us to lock-in long term rates at an atiractive level, eliminate numerous covenants and trade-

mark collateral, extend the maturity of our long-term debt and provide maximum flexibility for growth.

We reduced inventory balances by 3.7% at vear-end fiscal 2004 as compared to vear-end fiscal 2003, despite
our 8% increase in net sales.

As a result of these activities and transactions, we were able to favorably renegotiate our bank credit line,

enabling us to further reduce our borrowing costs.
Looking o the Future

Our accomplishments and initiatives in fiscal 2004 have positioned us for growth in sales and profitability for
fiscal 2005 and the vears ahead. We arve very excited about our upcoming product launches, and by working
closely with our vendor partmers, we plan to continue to expand sales of the prestige fragrance category at rvetail.
We also expect to grow our international operations, leveraging our infraswucture by adding brands through
new distribution relationships, new product launches and selective brand acquisitions and licensing opportuni-
ties. The consolidation of our distribution facilities and our financial restructuring will result in a decrease in
our operational and financing costs. We will continue to pursue additional efficiencies and redirect such savings

to support our brands.

This was an eventful year during which we accomplished a great deal. To our emplovess and evervone else who
has been so committed to owr business, please accept my sincere thanks. Becaunse of vou, Elizabeth Arden achieved

enormous success in fiscal 2004 and is on track for success in fiscal 2005 and beyond.

Sincerely,

E. Scott Beattie

Chairman and Chief Executive Officer




Our Products

Product Line Geographic Region Distribution

® Fragrance 76% B USA 67% US Mass Retail 519%
O Skin Care 15% O Europe {6% 7 International 33%

7 Color Cosmetics 9% 0 Asia-Pacific 7% US Dept. Stores 6%

T 4%
G Travel Retall 1% * Based upon net sales for the fiscal year

Other 6% ended Jonuary 31, 2004.

Prestige Fragrances

Our extensive fragrance collection includes renowned prestige fragrances such as
Elizabeth Arden’s Red Door, Red Door Reveaied, Elizabeth Arden 5th Arvenue,

Elizabeth' Arden green tea, ardenbeauty and our most recent launch, Elizabeth Arden T-—-—'"‘T}
Provocative Woman; Elizabeth Tavlor's White Diamonds. Passion, Forever Elizabeth and |

Gardenia; White Shoulders, Halston, Geoffrey Beene’s Grey Flannel, PS Fine Cologne

for Men, Design and Wings. Manv of our fragrances rank among the most popular

!
fragrances with consumers and enjoy tremendous brand lovalty. In addition to the 50 fra- J

grances we own or license, we also distribute more than 250 prestige fragrance brands.

N —

Shin Caze —

Since the inception of the Elizabeth Arden business in 1910, skin care products have been a cor-
Blizubier b Srden

nerstone in the development of the Elizabeth Arden franchise, and we continue to develop new
and innovative products every year. During fiscal 2004, we revised our skin care presentation at
cosmetic counters, simplifying our offerings into the Elizabeth Arden Signature Skincare Line
and the Ceramide Anti-aging Skincare Line. The Elizabeth Arden Signature Skincare Line
includes “essential” products for cleansing, toning and moisturizing by skin tvpe, as well as prod-
i ucts for the face, eves and lips designed to provide specific benefits. The
Ceramide Anti-aging Skincare line is designed to help reduce the appearance |
of aging by plumping lines and wrinkles, brightening, retexturizing and protecting the skin

against UVA/UVB rays. Most products in this line are sold under the Ceramide brand name.

Our Elizabeth Arden color cosmetics line includes a variety of products such as founda-

tions, lipsticks, mascaras, eve shadows and powders in a wide arrav of shades and colors. Complemented by
advertising, our new eve and face products reflect contemporary trends, feature innovation and create exciterment
at our stare counters. Several popular products in our color cosimetics line include flawless Finish Foundations,
Sheer Lights Nluminating Tinted Moisturizer SPF 1.5 and Color Intrigue Lipstick. In addition to our Flizabeth

Arden branded products, we recently launched an Elizabeth Taylor color cosmetics line in selected retailers.



Building Our Brands

Contemporary... Innovative... Exciting.....Our new products are wansforming our
company. In fiscal 2004, we introduced 27 major products, and we plan to launch
many more products this year. Notable highlights include the following:

&

@ In fiscal 2004, Red Door Revealed was successfully launched, complementing our

classic, renowned Red Door fragrance brand. This sophisticated, modern fragrance
attracted new customers to the Elizabeth Arden brand and generated sales greatly

exceeding our fO recasts.

B Elizabeth Arden Provocative Woman, a sexy new Elizabeth Arden fragrance, was

introduced with a big splash in April 2004. The fragrance is a fusion of oriental
ingredients combined with the flowers water lotus and midnight orchids. The launch Y e

of this fragrance was heralded on April 5, 2004, as Scott Beattie, our Chairman

and CEO, opened the NASDAQ Stock Market. With Provocative Woman videos

playing at the center of Times Square and on the NASDAQ tower during that week, this was our most visible
launch in the history of our company. The memorable, creative print and television advertising for this fra-

grance features Catherine Zeta-Jones and has a seductive ragline,
“Men will melt.” Early results for this brand have been very positive.

E Gardenia Elizabeth Taylor, Elizabeth Tavlor’s most personal scent
and the latest addition to the House of Taylor brands, was Jaunched
in limited distribution in the U.S. and select international markets
last vear. A new Elizabeth Taylor fragrance, based on the scents

| ) ,
1 DIW&P" inElizabeth’s own garden, is also planned for the future.
e 5 ) Meanwhile, the Elizabeth Taylor White Diamonds brand

was the number one selling holiday set for the fifth straight vear.
In addition, this fragrance sold more units in the U.S. than any
other brand, remaining a top fragrance in department stores and
the number one seller in the mass channel.

B The Elizabeth Taylor Color
Collection of lip gloss,
lipstick, nail polish and
pressed powder shades
debuted in 5,500 drug-
stores in March 2004.

The in-store displays feature Elizabeth Taylor and integrate our White
Diamonds fragrance spray. This exciting new line also will launch
with additional retail partners later this vear.

Britney Spears, the internationally acclaimed music star, has signed an
agreement with us to develop and market her own line of fragrance,
skin care and color cosmetics. The first fragrance in this line, designed
to reflect Britney’s unique stvle and personality, will debut in prestige
department stores in the U.S. in fall 2004. This talented young celebrity
plans to be personally involved in all aspects of the creative process,
including the development of the scent, packaging and marketing.

The new fragrance will be supported with television and print advertising.
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Building Our Brands

Ceramide Plump Perfect Moisture Cream SPI 30, an important addition to
the Ceramide skin care line. was successfully launched in summer 2003. {

{lisgt,

oy,

“Plamp Perfect” garnered media attention for plumping lines and wrinkles.
Retlecting the success of this product, sales of our Ceramide skin care line

grew at a double-digit rate during fiscal 2004. New additions to the
Ceramide line are also planned for fiscal 2005. Ceramide Moisture

b e L e In

kﬁlizabeth Arden

Netwark Night Cream, an advanced night-time formula that provides tar-

Nueve Ceraaide Plunip Perfeet Moisture ¢

geted, time-release moisture coupled with anti-aging benefits to help . s Wi G S
wxpresion v han &2onuade dosmuds Ge 2 memanas.

repair and smooth the skin’s appearance will debut in fall 2004.
Ceramide Plump Perfect Lye Moisture Cream SPF 15, an advanced anti-aging

formulation for eves, and Ceramide Plump Perfect Lip Moisture Cream SPF
30, a vich cream which helps plump lines on and around the lips, also will
be introduced in fall 2004.

In the Elizabeth Arden Signature Skincare Line, Overnight Success Skin
Renewal Serum, a clinically-proven regenerating serum which works at
night to enhance the skin’s own renewal process, debuted in October 2003.
Consumer appeal for Overnight Success has been overwhelmingly positive.
With advertising featuring Catherine Zeta-Jones, this product has
enhanced our Signature Skincare business. ln fall 2004 we plan to
introduce a new product to our Light Hour Cream franchise, Eight Hour
Cream Moisturizing Hand Treatment, a quick absorption cream deliv-
ering ultimate moisture benefits for the hands.

B Recently introduced in Wal-Mart stores, skinsimple is our newest skin care
line. This modern, “fuss-free” line is targeted toward the broad consumer

ElizabethiArden

o Crvany Skin Pro - Yo't B anex il your own.

market, and is supported by print advertising and in-store support.

We believe the potential for this skin care line is tremendous.

In summer 2003, we launched Color Inirigue. a line of
24 shades of lipstick and 8 smooth line lip pencils.
Attracting consumer attention to our counters, this new
product revitalized our lip category. Building upon our
success with Color Intrigue, we are planning a number
of color cosmetics launches this year. Color Intrigue
Eyeshadow, a crease-resistant long wearing eveshadow
in 28 rich shades, and Color Intrigue Cheekcolor, a silky
light weight cheek color in eight shades, will debut in
fafl 2004.

B We will also introduce Double Density Maximum
Volume Mascara, a smudge-proof, smear-proof,
flake-proof lash enhancing formula that thickens lashes,
in fall 2004.

Our seasonal color cosmetics collections capture the trend

and glamour of
each season. Our “In Bloom” spring-themed eve shadow and lip color col-
lection is doing well at our counters. A summer-themed “Bronzing Story”
will feature bronzing powders, tinted moisturizers, eye shadow and lip gloss
in a unique mix of pink and gold tones.




Improving our Infrastructure

During fiscal 2004, we restructured our U.S. distribution facilies to both reduce costs and enhance
customer service. We closed our Miami Lakes distribution operations and significantly upgraded our

Roanoke distibution facility, expanding it from 265,000 square feet to 400,000 square feet (which is

the equivalent of 9.2 acres or 8.3 foothall fields in size). The storage space in this facility accommo-
dates eight-high racks thac vield 27,300 pallet
spaces, storing all in-bound components and fin-
ished goods. Extensive security and safety fea-
tures are incorporated into the facility. Goods are

now accessed in a real-time paperless RIF (radio

ot € et . w7

frequency) environment by wire guided man-up
trucks.  Materials handling equipment was also

upgraded, including sortation improvements,

three new state-of-the-art two story “pick-to-

licht” modules and supporting areas and an
additional rapid case pick line. The pick-to-light modules now house a combined total of 9,300
items, as compared with 3,100 items prior to the expansion. This expansion (1) creates storage
capacity sufficient to handle growth, (2) increases “SKU” facings to allow quick response for piece-
picking store ready orders, and (3} enhances sortation and carton take-away capability to allow quick

turnover of shipments to carriers.




Speaking of Our Global Presence, did you know...

Gold =White.
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kﬁlizabeth Arden

B We sell our Elizabeth Arden fragrances, skin care and cosmetic products in approximately 90 countries

worldwide.

Elizabeth Arden enjoys a very strong market position in many international markets. Red Door was
the #1 fragrance brand in New Zealand and has been for 9 of the past 13 vears, the #1 brand in
Australia for 13 vears and, we believe, the #1 brand in South Africa for as long as anyone can remember.
In Australia, Elizabeth Arden was named the #1 worrien’s prestige beauty house in the well-known 2002/2003

Michael Edwards Pharmacy Report.

Elizabeth Arden green tea fragrance is so popular in Korea that a Green Tea salon opened in Seoul, Korea
in April:2004.

In South Africa, we sell a unit of Red Door, on average, once every 47 seconds based on an eight

hour day.

Elizabeth Arden won a number of product awards in fiscal 2004 worldwide:

8 Pure Beauty, an important U.K. trade publication, awarded five “Pure Beauty” awards for Elizabeth
Arden products, including Best New Premium Daily Skin Care for £lizabeth Arden First Defense, Best
New Premium Anti-Aging Formula for Elizabeth Arden Plump Perfect, Best New Premium Lip Color
for Elizabeth Arden Color Intrigue, Best New Lip Care Formula for £lizabeth Arden Eight Hour Cream
Lip Protectant Stick Sheer Tint, and a Special Award for Innovation for Elizabeth Arden Ceramide
Plump Perfect.

O Eight Hour Cream Lip Protectant Stick Sheer Tint won the Cleo Crush Awards 2003 for “lipstick that
looks like you’re wearing none” from Singapore’s Cleo Magazine.

O Eight Hour Cream Skin Protectant and Ceramide Firm Lift Body Lotion received Le Top 100 2003
awards in their respective categories from Canada’s Chatelaine magazine.

O The U.K.s Cosmopolitan magazine named Eight Hour Cream the Readers” Choice of Beauty Must-Haves.

O Elizabeth Arden green tea Foaming Cleanser received the Her World Beauty Award in the body cleanser
category from Her World magazine in Singapore.

B Peel and Reveal won Allure magazine’s beauty award for Best New Skincare in the UK.

O New Zealand’s She Magazine named Good Night’s Sleep the Best Night Cream in the country.
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IN CONNECTION WITH THE SAFE HARBOR PROVISIONS OF THE PRIVATE SECURITIES
LITIGATION REFORM ACT OF 1995, ELIZABETH ARDEN, INC., IS HEREBY PROVIDING
CAUTIONARY STATEMENTS IDENTIFYING IMPORTANT FACTORS THAT COULD CAUSE
OUR ACTUAL RESULTS TO DIFFER MATERIALLY FROM THOSE PROJECTED IN
FORWARD-LOOKING STATEMENTS (AS DEFINED IN SUCH ACT) MADE IN THIS ANNUAL
REPORT ON FORM 10-K, WITH THE EXCEPTION OF ITEM 8. ANY STATEMENTS THAT
ARE NOT HISTORICAL FACTS AND THAT EXPRESS, OR INVOLVE DISCUSSIONS AS TO,
EXPECTATIONS, BELIEFS, PLANS, OBJECTIVES, ASSUMPTIONS OR FUTURE EVENTS
OR PERFORMANCE (OFTEN, BUT NOT ALWAYS, THROUGH THE USE OF WORDS OR
PHRASES SUCH AS “WILL LIKELY RESULT,” “ARE EXPECTED TO,” “WILL CONTINUE,”
“IS ANTICIPATED,” “ESTIMATED,” “INTENDS,” “PLANS” AND “PROJECTION”) ARE NOT
HISTORICAL FACTS AND MAY BE FORWARD-LOOKING AND MAY INVOLVE ESTIMATES
AND UNCERTAINTIES WHICH COULD CAUSE ACTUAL RESULTS TO DIFFER
MATERIALLY FROM THOSE EXPRESSED IN THE FORWARD-LOOKING STATEMENTS.
ACCORDINGLY, ANY SUCH STATEMENTS ARE QUALIFIED IN THEIR ENTIRETY BY
REFERENCE TO, AND ARE ACCOMPANIED BY, THE FOLLOWING KEY FACTORS THAT
HAVE A DIRECT BEARING ON OUR RESULTS OF OPERATIONS: OUR ABSENCE OF
CONTRACTS WITH CUSTOMERS OR SUPPLIERS AND OUR ABILITY TO MAINTAIN AND
DEVELOP RELATIONSHIPS WITH CUSTOMERS AND SUPPLIERS; INTERNATIONAL AND
DOMESTIC ECONOMIC AND BUSINESS CHANGES THAT COULD IMPACT CONSUMER
CONFIDENCE; THE IMPACT OF COMPETITIVE PRODUCTS AND PRICING; RISKS OF
INTERNATIONAL OPERATIONS, INCLUDING FOREIGN CURRENCY FLUCTUATIONS,
ECONOMIC AND POLITICAL CONSEQUENCES OF TERRORIST ATTACKS, POLITICAL
INSTABILITY IN CERTAIN REGIONS OF THE WORLD, AND DISEASES AFFECTING
CUSTOMER PURCHASING PATTERNS; OUR ABILITY TO LAUNCH NEW PRODUCTS AND
IMPLEMENT OUR GROWTH STRATEGY; OUR ABILITY TO SUCCESSFULLY AND COST-
EFFECTIVELY INTEGRATE ACQUIRED BUSINESSES OR NEW BRANDS; OUR
SUBSTANTIAL INDEBTEDNESS, DEBT SERVICE OBLIGATIONS AND RESTRICTIVE
COVENANTS IN OUR REVOLVING CREDIT FACILITY AND OUR INDENTURE FOR OUR
7%3% SENIOR SUBORDINATED NOTES; OUR CUSTOMERS’ FINANCIAL CONDITION; OUR
ABILITY TO ACCESS CAPITAL FOR ACQUISITIONS; CHANGES IN PRODUCT MIX TO
LESS PROFITABLE PRODUCTS; THE RETENTION AND AVAILABILITY OF KEY
PERSONNEL; THE ASSUMPTIONS UNDERLYING OUR CRITICAL ACCOUNTING
ESTIMATES; DELAYS IN SHIPMENTS, INVENTORY SHORTAGES AND HIGHER COSTS OF
PRODUCTION DUE TO INTERRUPTION OF OPERATIONS AT KEY THIRD PARTY
MANUFACTURING OR FULFILLMENT FACILITIES THAT MANUFACTURE OR PROVIDE
LOGISTIC SERVICES FOR THE MAJORITY OF OUR SUPPLY OF CERTAIN PRODUCTS;
CHANGES IN THE RETAIL, FRAGRANCE AND COSMETIC INDUSTRIES; OUR ABILITY TO
PROTECT OUR INTELLECTUAL PROPERTY RIGHTS; CHANGES IN THE LEGAL,
REGULATORY AND POLITICAL ENVIRONMENT THAT IMPACT, OR WILL IMPACT, OUR
BUSINESS, INCLUDING CHANGES TO CUSTOMS OR TRADE REGULATIONS OR
ACCOUNTING STANDARDS; AND OTHER RISKS AND UNCERTAINTIES. WE CAUTION
THAT THE FACTORS DESCRIBED HEREIN COULD CAUSE ACTUAL RESULTS TO DIFFER
MATERIALLY FROM THOSE EXPRESSED IN ANY FORWARD-LOOKING STATEMENTS

WE MAKE AND THAT INVESTORS SHOULD NOT PLACE UNDUE RELIANCE ON ANY

SUCH FORWARD-LOOKING STATEMENTS. FURTHER, ANY FORWARD-LOOKING
STATEMENT SPEAKS ONLY AS OF THE DATE ON WHICH SUCH STATEMENT IS MADE,
AND WE UNDERTAKE NO OBLIGATION TO UPDATE ANY FORWARD-LOOKING
STATEMENT TO REFLECT EVENTS OR CIRCUMSTANCES AFTER THE DATE ON WHICH
SUCH STATEMENT IS MADE OR TO REFLECT THE OCCURRENCE OF ANTICIPATED OR
UNANTICIPATED EVENTS OR CIRCUMSTANCES. NEW FACTORS EMERGE FROM TIME
TO TIME, AND IT IS NOT POSSIBLE FOR US TO PREDICT ALL OF SUCH FACTORS.
FURTHER, WE CANNOT ASSESS THE IMPACT OF EACH SUCH FACTOR ON OUR
RESULTS OF OPERATIONS OR THE EXTENT TO WHICH ANY FACTOR, OR
COMBINATION OF FACTORS, MAY CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY
FROM THOSE CONTAINED IN ANY FORWARD-LOOKING STATEMENTS.



PART 1
ITEM 1. BUSINESS

General

Elizabeth Arden, Inc., a corporation established in Florida in 1960, is a global prestige
fragrance and beauty products company with an extensive portfolio of prestige fragrance, skin care
and cosmetics brands. We market approximately 50 owned or licensed prestige fragrance brands,
including. Elizabeth Arden’s Red Door, Red Door Revealed, 5th Avenue, Elizabeth Arden green tea,
ardenbeauty, Sunflowers and Elizabeth Arden Provocative Woman; Elizabeth Taylor’'s White
Diamonds, Passion, Forever Elizabeth and Gardenia; White Shoulders; Halston and Z-14; Geoffrey
Beene’s Grey Flannel; PS Fine Cologne for Men; Design; and Wings. Our skin care brands include
Ceramide, Eight Hour Cream and Overnight Success, and our cosmetics products include Llizabeth
Arden brand lipstick, foundation and other color cosmetics products. In addition to our owned or
licensed fragrance brands, we distribute over 250 additional prestige fragrance brands, primarily in
the United States through distribution and other purchasing agreements.

We sell our prestige beauty products in more than 65,000 separate retail locations in the United
States and internationally, including;

* department stores such as The May Company, Federated Department Stores, Dillard’s,
JCPenney, Belk and Nordstrom;

* mass retailers such as Wal-Mart, Target, Sears, Kohl’s, Walgreens, Rite-Aid and CVS; and

* international retailers such as Boots, Debenhams, Marionnaud and Sephora.

In the United States, we sell our Elizabeth Arden skin care and cosmetics products primarily in
prestige department stores and our fragrances in prestige department stores and mass retailers. We
also sell our Elizabeth Arden fragrances, skin care and cosmetics products in approximately 90

countries worldwide through perfumeries, boutiques, department stores and travel retail outlets such
as duty free shops and airport boutiques.

Our net sales to customers in the United States and internationally in dollars and as a
percentage of net sales for the past three fiscal years are listed in the following chart.

Fiscal Years Ended January 31,

2004 2003 2002
Sales % Sales % Sales %
(Amounts in millions) - T T _
United States .. ..................... $548.4 67% 8509.5 68% $4654 T0%
International ............ ... ... . .... 2060 33% 2425 32% 2027 30%
Total ... ...l $814.4 100% $752.0 100% $668.1 100%

Our three largest foreign countries in terms of net sales during fiscal 2004 were the United
Kingdom, with approximately $38 million, Canada, with approximately $22 million, and Spain,
with approximately 319 million. Our three largest foreign countries in terms of net sales during
fiscal 2003 were the United Kingdom, with approximately $35 million, Canada, with approximately
$19 million and Spain, with approximately 316 million. Our three largest foreign countries in terms -
of net sales during fiscal 2002 were the United Kingdom, with approximately $35 million, Italy,
with approximately $15 million and Canada, with approximately $14 million.

We offer our retail customers in the United States a broad portfolio of prestige beauty brands
coupled with marketing and merchandising services that significantly enhance our customers’ sell-
through of the products we sell them. We distinguish ourselves by tailoring the marketing,
promotion, size and packaging of our prestige fragrances to appeal to a wide range of consumers.




This tailoring uniquely allows us to sell the same brand in prestige department stores and mass
retailers while maintaining its prestige image. We also provide many of our mass retailers in the
United States additional valuable services, including category and inventory management and
fulfillment services that our competitors do not typically offer. We believe that our breadth of
products and level of services have enabled us to gain a leading share of the growing prestige
fragrance category at mass retailers and to become an important and valued supplier for our
customers. For example, we have been named by JCPenney as Supplier of the Year for the past five
consecutive years and were awarded the “Supplier Award of Excellence” by Wal-Mart for the fourth
quarter of calendar year 2002 in the cosmetic, fragrance, skincare and bath and body category.

On January 23, 2001, we acquired the Elizabeth Arden business, including the Elizabeth Arden
line of fragrance, skin care and cosmetic brands, the license for the Elizabeth Taylor fragrance
brands and the White Shoulders fragrance brand, from affiliates of Unilever N.V. Following the
acquisition, we changed our name from French Fragrances, Inc. to Elizabeth Arden, Inc. As a result
of this acquisition, our sales almost doubled from approximately $373 million in fiscal 2001 to
approximately $668 million in fiscal 2002, our international sales also increased significantly from
approximately $4 million in fiscal 2001 to approximately $203 million in fiscal 2002. Prior to this
acquisition, we were involved primarily in the marketing and sales of prestige fragrance products in
the United States, and international sales were not material.

Our principal executive offices are located at 14100 N.W. 60th Avenue, Miami Lakes, IFlorida
33014 and our telephone number is (305) 818-8000. We maintain a website with the address of
www.elizabetharden.com. We are not including information contained on our website as part of, or
incorporating it by reference into, this Annual Report on Form 10-K. We make available free of
charge through our website our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q
and Current Reports on Form §-K, and amendments to these reports, as soon as reasonably
practicable after we electronically file such material with, or furnish such material to, the Securities
and Exchange Commission.

Business Strategy

Enhance Brand Performance. We believe significant opportunities exist to increase the sales
and profitability of our brands by reinvesting in the highly recognized Elizabeth Arden and
Elizabeth Tavlor brand names. In fiscal 2003, we launched the “Opcn for Beauty” brand image
campaign for Elizabeth Arden, featuring our global spokesperson, Catherine Zeta-Jones, and our
classic Red Door symbol. We believe this campaign reinforced the Elizabeth- Arden brand heritage
and contemporized the Elizabeth Arden brand globally. To capitalize on our brand recognition, we
increased our advertising and the utilization of our spokesperson to promote our core product lines,
such as Elizabeth Arden Red Door, Elizabeth Arden green tea and ardenbeauty fragrances, as well
as our skin care and color lines. We also introduced a new Elizabeth Taylor fragrance, Forever
Elizabeth, to capitalize on the strength of the Elizabeth Taylor brand name. During fiscal 2004, we
launched a new Elizabeth Arden fragrance, Red Door Revealed, relaunched Elizabeth Arden green
tea, and introduced several new skin care and color products, including Ceramide Plump Perfect,
Overnight Success and Color Intrigue, a line of lipstick, and a new Elizabeth Taylor fragrance,
Gardenia. During fiscal 2005, we are launching a new Elizabeth Arden fragrance, Elizabeth Arden
Provocative Woman, and plan to launch several new skin care and color products and a new Brimey
Spears fragrance.

Grow the Prestige fragrance Category with our Retail Partners. We intend to increase the
sales volume of our products and strengthen our relationships with our retail customers by
continuing to develop innovative programs to help our customers maximize sales of our products.
For example, in 2001, we introduced our innovative “open sell” packaging system to certain of our
United States. and Canadian mass retail partners. We designed this system to allow retailers to
display fragrances on open counters and shelves rather than in locked cases, thereby giving
consumers easier access to our products, which has significantly increased sales of our products at



these retailers. We believe that the “open sell” program and other merchandising innovations, such
as our designer collectibles program, in which we sell small and travel sizes of prestige fragrances to
certain U.S. mass retail accounts, will continue to drive sales growth for our retail customers.
Additionally, we expect to capitalize on the growth of our largest mass retail customers both in the
United States and, over time, internationally.

Improve Profitability and Working Capital Efficiencies. We continue to pursue business
efficiencies throughout the company, particularly in finance, logistics, supply chain and information
technology areas. In addition, the acquisition of the Elizabeth Arden business significantly increased
the scale of our international operations and continues to provide opportunities to improve operating
efficiency by leveraging a larger sales and distribution -platform. As we acquire additional prestige
brands to sell in our international markets, we expect to further leverage that infrastructure and
increase our profitability. Cash flow from operations should increase as we improve our working
capital efficiencies, allowing us to reinvest those savings to support our brands through product
innovation and increased advertising to stimulate growth and repay debt. Through February 2004,
we reduced our long-term indebtedness by approximately $79.5 million from our ending fiscal 2003
balance, which is expected to lower our interest expense and provide us with greater financial

flexibility.

Expand Selection of Distributed Fragrance Brands. We intend to continue to develop our
distribution business by increasing the number of prestige fragrance brands that we distribute. Our
extensive distribution platform, our strong reputation with our retail customers and our relationships
with leading fragrance houses provide us with opportunities to expand our line of distributed
brands. We believe that increasing our line of distributed brands also further leverages our existing
infrastructure and makes us a more attractive source of supply for our customers.

Acquire Control of Additional Prestige Fragrance Brands. We intend to continue to
opportunistically acquire control of additional prestige brands that enjoy established consumer
loyalty and will complement our brand portfolio. We previously served as a distributor for several of
the brands that we have acquired, including the brands acquired with the Elizabeth Arden business.
We believe that our familiarity with our many disiributed brands, along with our strong market
presence, positions us to acquire and/or license these and other brands and integrate them
seamlessly into our operations. The acquisition of brands enables us to leverage our logistics and
sales infrastructure globally, generate higher gross margins and increase overall profitability. In
January 2003, for example, we acquired the trademarks for the Wings prestige brand from The
Procter & Gamble Company, which we were previously marketing in the United States under a
license from Giorgio Beverly Hills, Inc., a subsidiary of Procter & Gamble. In June 2003, we entered
into a licensing agreement to market a line of men’s fragrance for GANT AB, primarily in our
international markets. In March 2004, we entered into an exclusive worldwide licensing agreement
with Britmey Brands, Inc. to develop and distribute a line of fragrance, cosmetics and skin care
products under the Britney Spears name allowing us to target a younger global consumer. While we
continuously review acquisition opportunities for prestige fragrance brands, we have no
commitments or agreements for any acquisitions at this time.

Products

Fragrance. We offer a wide variety of fragrance products for both men and women, including
perfume, cologne, eau de toilette, body spray and gift sets. Each fragrance is sold in a variety of sizes
and packaging arrangements. In addition, bath and body products, such as soaps, deodorants, body
lotions, gels, creams and dusting powder that are based on the particular fragrance, may
complement each fragrance line. We tailor the size and packaging of the fragrance to suit the
particular target customer. Our fragrance products generally retail at prices ranging from $8 to
$105, depending on the size and type of the product.




Our owned and licensed fragrance brands include the Elizabeth Arden brands, such as
Elizabeth Arden’s Red Door, Red Door Revealed, 5th Avenue, Elizabeth Arden green teq,
ardenbeauty, Elizabeth Arden Provocative Woman and Sunflowers; Elizabeth Taylor’s White
Diamonds, Passion, Forever Elizabeth and Gardenia; White Shoulders; the Halston brands, such as
Halston and Z-14; Geoffrey Beene’s Grey Flannel; PS Fine Cologne for Men; Design; and Wings. In
addition to the approximately 50 brands we own and license, we also distribute over 250 fragrances
under brands manufactured by others, principally to mass retailers. For fiscal 2004, net sales of
fragrance and ancillary products amounted to $622.5 million, or approximately 76% of our net
sales. For fiscal 2003, net sales of fragrance and ancillary products amounted to $579.0 million, or
approximately 77% of our net sales. For fiscal 2002, net sales of fragrance and ancillary products
amounted to $505.3 million, or approximately 76% of our net sales.

Skin care. Our skin care lines include a broad range of products for both men and women,
such as moisturizers, creams, lotions, and cleansers. Our skin care products under the Elizabeth
Arden brand name include the product lines Ceramide, and Eight Hour Cream, and products such as
First Defense and Overnight Success. We sell skin care products internationally and in the United
States primarily in prestige department stores and, to a lesser extent, through independently owned
and operated Elizabeth Arden Red Door salons and stores. Our skin care products generally retail at
prices ranging from $13 to $84. We frequently market skin care products with samples or gifts. Skin
care products accounted for $122.4 million, or approximately 15%, of our net sales for fiscal 2004.
Skin care products accounted for $110.8 million, or approximately 15%, of our net sales for fiscal
2003. Skin care products accounted for $104.3 million, or approximately 16%, of our net sales for
fiscal 2002.

Cosmetics. Under the Elizabeth Arden name, we offer a variety of cosmetics, including
foundations, lipsticks, mascaras, eye shadows and powders. We offer these products in a wide array
of shades and colors. We sell our cosmetics internationally and in the United States primarily in
department stores and, to a lesser extent, through independently owned and operated Elizabeth
Arden salons and stores. Our cosmetic products generally retail at prices ranging from $10 to $30.
Cosmetics accounted for $69.6 million, or approximately 9%, of our net sales for fiscal 2004.
Cosmetics accounted for $62.2 million, or approximately 8%, of our net sales for fiscal 2003.
Cosmetics accounted for approximately $58.5 million, or approximately 8%, of our net sales for
fiscal 2002.

Trademarks, Licenses and Patents

We own or have rights to use the trademarks necessary for the manufacturing, marketing,
distribution and sale of numerous fragrance, cosmetic and skin care brands, including Elizabeth
Arden’s Red Door, Red Door Revealed, ardenbeauty, 5th Avenue, Visible Difference, First Defense
and Millenium, White Shoulders, Halston, Z-14, PS Fine Cologne for Men, Design and Wings. We
have registered these trademarks, or have applications pending, in the United States and in certain
of the countries in which we sell these product lines. We consider the protection of our trademarks to
be important to our business.

We also are the exclusive worldwide trademark licensee for both the Elizabeth Taylor fragrance
brands (including White Diamonds, Elizabeth Taylor’s Passion, Forever Elizabeth and Gardenia),
the Geoffrey Beene fragrance brands (including Grey Flannel) and a new line of fragrances under
the GANT and Britmey Spears names. The Taylor license agreement terminates in October 2022 and
is renewable by us, at our sole option, for unlimited 20- -vear periods. The Beene license terminates in
March 2025 and is automatically renewable for additional 10- -year texms. The GANT license
terminates four vears after notice from either party. The Spears license terminates in December
2009, and is renewable by us, at our sole option, for a 5-year term.

We also have the right, under various exclusive distributor and license agreements, to distribute
other fragrances in various territories and to use the registered trademarks of third parties in
connection with the sale of these products.



A number of our skin care and cosmetic products incorporate patented or patent-pending
formulations. In addition, several of our packaging methods, components and products are covered
by design patents, patent applications and copyrights. As part of the acquisition of the Elizabeth
Arden busmess, we entered into non-exclusive cross-license agreements regarding certain of these
patents with Unilever. Substantially all of our trademarks and all of our patents are held by us or by
two of our United States subsidiaries.

Sales and Distribution

We sell our prestige beauty products to more than 65,000 separate retail locations, including
department stores such as The May Company, Federated Department Stores, Dillard’s, JCPenney,
Belk and Nordstrom; mass retailers such as Wal-Mart, Target, Sears, Kohl’s, Walgreens, Rite-Aid
and CVS; and international retailers such as Boots, Debenhams, Marionnaud and Sephora. We also
sell products to independent fragrance, cosmetic, g,lft and other stores. We currently sell our skin
care and cosmetics products in the United States primarily in department stores. We also sell our
Elizabeth Arden fragrances, skin care and cosmetic products in approximately 90 other countries
worldwide through perfumeries, pharmacies, department stores, specialty retailers, “duty free”
shops and other retail shops and travel retail locations. In certain countries, we maintain a dedicated
sales force that solicits orders and provides customer service. In other countries and jurisdictions, we
sell our products through selected local distributors under contractual arrangements. We manage
our international operations from offices in Geneva, Switzerland.

We also sell our Elizabeth Arden products in the Elizabeth Arden and Red Door heauty salons,
which are owned and operated by an unrelated third party. In addition to the sales price of the
products sold to the operator of these salons, we receive a licensing fee based on the net sales from
each of the salons for the use of the “Elizabeth Arden” or “Red Door” name.

Our sales staff and marketing support personnel are organized by customer account based upon
type and location of the customers. Our sales force routinely visits retailers to assist in the
merchandising, layout and stocking of selling areas. For many of our mass retailers in the United
States and Canada, we sell basic products in hard plastic clam packs that deter theft and permit the
products to be sold in open displays. This “open sell” program has been rolled out to more than
5,000 retail doors. In addition, our fulfillment capabilities enable us to reliably process, assemble
and ship small orders on a timely basis. We use this ability to assist our customers in their retail
distributien through “drop shlppmo directly to their stores and by fulfilling their sales of beauty
products over the Internet, We maintain sufficient quantities of inventory of our owned, licensed and
distributed brands to meet customers’ rapid delivery requirements. We also ship our products
directly to consumers for several of our customers’ web-based operations, including Walmart.com
and JCPenney.com. Sales over the Internet are not material to our results of operations.

As is customary in the beauty industry, we do not generally have long-term or exclusive
contracts with any of our retail customers. Sales to customers are generally made pursuant to
purchase orders. We believe that our continuing relationships with our customers are based upon
our ability to provide a wide selection and reliable source of prestige beauty products, our expertise
in marketing and new product introduction, and our ability to provide value-added services,
including our category management services, to U.S. mass retailers.

Our ten largest customers accounted for approximately 40% of net sales for fiscal 2004. The
only customer that accounted for more than 10% of our net sales during that period was Wal-Mart,
which, on a global basis, accounted for approximately 15% of our net sales. The loss of, or a
significant adverse change in, our relationship with any of our largest customers could have a
material adverse effect on our business, prospects, results of operations or financial condition.

The industry practice for businesses that market beauty products has been to grant certain
department stores, subject to the seller’s authorization and approval, the right to either return



merchandise or to receive a markdown allowance for certain promotional products. We establish
estimated return reserves and markdown allowances at the time of sale based upon historical and
projected experience, economic trends and changes in customer demand. Our reserves and
allowances are reviewed and updated as needed during the year, and additions to these reserves and
allowances may be required. Additions to our reserves and allowances may have a negative impact
on our financial results. We have a dedicated sales organization to sell returned products.

Marketing

Our marketing approach emphasizes a consistent global image for our brands, and each of our
fragrance, skin care and cosmetics products is distinctively positioned and is marketed with
consistent logos and packaging. We use print, television and radio advertising, as well as point-of-
sale merchandising, including displays and sampling.

In fiscal 2003, we launched a brand image campaign for Elizabeth Arden, “Open for Beauty,”
featuring our global spokesperson, Catherine Zeta-Jones, and our classic Red Door symbol. This
campaign was intended to reinforce the Elizabeth Arden brand heritage and contemporize the
Elizabeth Arden brand globally. To capitalize on this brand repositioning, we increased our
advertising and the utilization of our spokesperson to promote our core product franchises. In fiscal
2004, we launched several new skin care products, including Ceramide Plump Perfect, Overnight
Success and First Defense, a new line of lipstick, Color Intrigue, a new Elizabeth Arden fragrance,
Red Door Revealed, and a new Elizabeth Taylor fragrance, Gardenia. We have plans for several
launches in fiscal 2005, including an Elizabeth Arden fragrance, Elizabeth Arden Provocative
Woman, several skin care and color products and a new Britney Spears fragrance. In fiscal 2003, we
introduced a new Elizabeth Tavlor fragrance, Forever Elizabeth, to capitalize on the strength of the
Elizabeth Taylor brand name. In addition, we introduced several new skin care and color items,
including two new Ceramide products, Peel and Reveal Revitalization Treatment and Eight Hour
Cream Lip Tints, and updated our cosmetics line internationally. New product introduction is an
important element in attracting consumers to our brands and in creating brand excitement with our
retail customers. Our marketing personnel work closely with customers to develop new products and
extensions of our well-established brands. Product development costs have not been material during
the last three fiscal years.

Our marketing efforts also benefit from cooperative advertising programs with our retailers,
often linked with particular promotions. In our department store accounts, we periodically promote
our brands with “gift with purchase” and “purchase with purchase” programs. At in-store counters,
sales representatives offer personal demonstrations to market individual products. We also engage in
extensive sampling programs.

With many of our retail customers, we also provide very extensive marketing services. Our
marketing personnel often design model schematic planograms for the customer’s fragrance
department, identify trends in consumer preferences and adapt the product assortment to these
trends, conduct training programs for the customer’s sales personnel and manage in-store “special
events.” Our marketing personnel also work to design gift sets tailored to the customer’s needs. For
certain customers, we provide comprehensive sales analysis and active management of the prestige
fragrance category. We believe these services distinguish us from our competitors and contribute to
customer loyalty.

Seasonality

Our operations have historically been seasonal, with higher sales occurring in the second half of
the fiscal year as a result of increased demand by retailers in anticipation of and during the holiday
season. In fiscal 2004, approximately 66% of our net sales were made during the second half of the
fiscal year. Due to the size and timing of certain orders from our customers, sales, results of
operations, working capital requirements and cash flows can vary significantly between quarters of




the same and different years. As a result, we expect 1o experience variability in net sales, net income,
working capital requirements and cash flows on a quarterly basis.

Manufacturing, Supply Chain and Logistics

We use third-party contract manufacturers in the United States and Europe to obtain
substantially all raw materials, components and packaging products and to manufacture finished
products relating to our owned and licensed brands. The Elizabeth Arden and Elizabeth Taylor
fragrance and skin care products are manufactured in a manufacturing plant in Roanoke, Virginia,
primarily by Cosmetic Essence, Inc., an unrelated third party, under a manufacturing agreement
that expires on January 31, 2007. Pricing is based on fixed and variable costs that are established
annually. We also have a small manufacturing facility in South Africa primarily to manufacture
local requirements of our products.

Except for the Cosmetic Essence, Inc. manufacturing agreements, as is customary in our
industry, we generally do not have long-term or exclusive agreements with contract manufacturers
of our owned and licensed brands or with fragrance manufacturers or suppliers of our distributed
brands. We generally make purchases through purchase orders. We believe that we have good
relationships with manufacturers of our owned and licensed brands and that there are alternative
sources should one or more of these manufacturers become unavailable. We receive our distributed
brands in finished goods form directly from fragrance manufacturers, as well as from other sources.
Our ten largest fragrance manufacturers or suppliers of brands that are distributed by us on a non-
exclusive basis accounted for approximately 36% of our cost of sales for fiscal 2004. The loss of, or
a significant adverse change in our relationship with any of our key fragrance manufacturers for our
owned and licensed brands such as Cosmetic Essence, Inc. or suppliers of distributed fragrance
brands could have a material adverse effect on our business, prospects, results of operations or
financial condition.

Our United States fulfillment operations and fulfillment operations for certain other areas of the
world are conducted out of, and a large portion of our inventory is located in, our Roanoke, Virginia
distribution facility that we lease. Distribution operations out of our Miami Lakes facility were
consolidated into the Roanoke facility by March 2004. The Roanoke facility was expanded in fiscal
2004 to approximately 400,000 square feet in order to accommodate the consolidated distribution
activities. Our fulfillment operations for Europe are conducted by CEPL, an unrelated third party,
through a logistics services agreement at GEPL's facility in Beville, France. The agreement expires in
May 2005. but is automatically renewable for an additional one-year period unless either party gives
nine months notice of termination prior to the end of the term. Our Canadian fulfillment operations
are conducted by McKesson Outsource Logistics, an unrelated third party, from their facility in
Toronto, Canada. The agreement expires in May 2006 and may be terminated by either party upon
nine months notice prior to the end of the term. The loss of any of these distribution facilities, as
well as the inventory stored in those facilities, would require us to find replacement faciliies and
inventory and could have a material adverse effect on our business, prospects, results of operations
or financial condition.

Government Regulation

We and our products are subject to regulation by the Food and Drug Administration and the
Federal Trade Commission in the United States, as well as by various other Federal, state, local and
international regulatory authorities in the countries in which our products are produced or sold.
Such regulations principally relate to the ingredients, labeling, packaging and marketing of our
products. We believe that we are in substantial compliance with such regulations, as well as with
applicable Federal, state, local and international and other countries’ rules and regulations
governing the discharge of materials hazardous to the environment. There are no significant capital
expenditures for environmental control matters either planned in the current year or expected in the
near future. Regulations that are designed to protect consumers or the environment have an
influence on our products.



Management Information Systems
Our key management information systems consist of:
* accounting, forecasting, purchasing and order-entry software systems;

* celectronic data interchange systems, which allow our customers to order products
electronically from us and to be invoiced electronically for those orders; and

* warehouse management systems, which assist us in facilitating and managing the receipt
and shipment of products.

As a whole, these management information systems provide on-line, real-time information for
our sales, purchasing, warehouse and financial departments. Our information systems form the basis
of a number of the value-added services that we provide to our customers, including vendor
managed inventory, inventory replenishment, customer billing, sales analysis, products’ availability
and pricing information, and expedited order processing. We completed the conversion of all
primary order processing systems to a common platform in March 2004 as part of the consolidation
of our United States distribution and warehouse operations in Roanoke, Virginia. Our information
systems also support our customers’ retail sales over the Internet. We manage our information
technology infrastructure under various outsourcing agreements with unrelated third-party

providers.

We have back-up facilities to enhance the reliability of our management information systems.
These facilities will allow us to continue to operate if our main facilities should fail. We also have a
data recovery plan, which has been successfully tested, to protect our operations and customer
information. We also have business interruption insurance to cover a portion of any disruption in or
destruction of our management information systems.

Competition

The beauty industry is highly competitive and, at times, subject to rapidly changing consumer
preferences and industry trends. Competition is generally a function of brand strength, assortment
and continuity of merchandise selection, reliable order fulfillment and delivery, and level of brand
support and in-store customer support. We compete with a large number of manufacturers and
marketers of beauty products, some of which have substantially more resources than we do.

We believe that we compete primarily on the basis of product recognition, quality, performance,
price, and our emphasis on providing value-added customer services, including category
management services, to certain retailers. There are products that are better-known and more
popular than the products manufactured or supplied by us. Many of our competitors are
substantially larger and more diversified, and have substantially greater financial and marketing
resources than we do, as well as have greater name recognition and the ability to develop and
market products similar to and competitive with those manufactured by us.

Employees

As of April 1, 2004, we had approximately 1,600 full-time employees and approximately 550
part-time employees in the United States and 14 foreign countries. None of our employees are
covered by a collective bargaining agreement. We believe that our relationship with our employees is
satisfactory.



Executive Officers of the Company

The following sets forth the names and ages of each of our executive officers as of April 1, 2004
and the positions they hold:

Name Age Position with the Company

E. Scott Beattie . . .......... 45 Chairman and Chief Executive Officer

Paul F. West . ............. 54 President and Chief Operating Officer

Stephen J. Smith .......... 44 Executive Vice President and Chief Financial Officer
Michael H. Lombardi . ... ... 59 Executive Vice President, Operations

Oscar E. Marina ........... 44 Executive Vice President, General Counsel and Secretary
Ronald L. Rolleston ........ 48 LExecutive Vice President, Global Marketing

Joel B. Ronkin ............ 36 Executive Vice President and Chief Administrative Officer
Jacobus A. J. Steffens . ... ... 42 Executive Vice President, General Manager —International

Each of our executive officers holds office for such terms as may be determined by our board of
directors.

Set forth below is a brief description of the business experience of each of our executive officers.

E. Scott Beattie has served as Chairman of the Board of Directors since April 2000, as our
Chief Executive Officer since March 1998 and as a director of the company (including the
predecessor fragrance company) since November 1995. Mr. Beattie served as our President from
April 1997 to March 2003, as our Chief Operating Officer from April 1997 to March 1998, and as
our Vice Chairman of the Board of Directors and Assistant Secretary from November 1995 to April
1997. Mr. Beattie served as Executive Vice Presiclent of Bedford Capital Corporation, a Toronto,
Canada-based merchant banking firm, from March 1995 to March 1998. Mr. Beattie is a director of
Bedford Capital Corporation. Mr. Beattie is also a director of The Cosmetic, Toiletry & Fragrance
Association and a member of the advisory board of the Ivey Business School.

Paul F. West has served as our President and Chief Operating Officer since March 2003, as our
Executive Vice President and Chief Operating Officer from November 2000 until March 2003, as
our Executive Vice President, Sales Management and Planning from March 2000 through November
2000, and as our Senior Vice President, Sales Management and Planning from April 1998 through
March 2000. Prior to joining the company, Mr. West worked in various management capacities for
divisions of Unilever N.V., including Chesebrough Ponds, Inc. and the Elizabeth Arden Company,
where he served as Chief Financial Officer from September 1989 to May 1996.

Stephen J. Smith has served as our Executive Vice President and Chief Financial Officer since
May 2001. Previously, Mr. Smith was with PricewaterhouseCoopers LLP, an international
professional services firm, as partner from October 1993 until May 2001, and as manager from July
1987 untl October 1993.

Michael H. Lombardi has served as our Executive Vice President, Operations since March
2004, as our Senior Vice President, Operations since February 2002 and as Sentor Vice President,
Marketing/Supply Chain Operations with the Elizabeth Arden Company, a division of Unilever
N.V., since April 1999. Prior to joining the Elizabeth Arden Company, Mr. Lombardi worked in

various management capacities for Chesebrough Ponds, Inc., a division of Unilever N.V.

Oscar E. Marina has served as our Executive Vice President, General Counsel and Secretary
since March 2004, as our Senior Vice President, General Counsel and Secretary from March 2000
through February 2004, and as our Vice President, General Counsel and Secretary from March
1996 through March 2000. From October 1988 until March 1996, Mr. Marina was an attorney with
the law firm of Steel Hector & Davis L.L.P. in Miami, becoming a partmer of the firm in January
1995. ’




Ronald L. Rolleston has served as our Executive Vice President, Global Marketing since April
2003, as our Executive Vice President, Global Marketing and Prestige Sales from February 2002
until April 2003, as our Senior Vice President, Global Marketing from February 2001 through
January 2002, and as our Senior Vice President, Prestige Sales from March 1999 through January
2001. Mr. Rolleston served as President of Paul Sebastian, Inc., a fragrance manufacturer, from
September 1997 until January 1999. Mr. Rolleston served as the General Manager of Europe for the
Calvin Klein Cosmetics Company from May 1990 to September 1994, and as Executive Vice
President of Global Marketing of the Elizabeth Arden Company from January 1995 to March 1997.

Joel B. Ronkin has served as our Executive Vice President and Chief Administrative Officer
since March 2004, as our Senior Vice President and Chief Administrative Officer from February
2001 through February 2004 and as our Vice President, Associate General Counsel and Assistant
Secretary from the time he joined us in March 1999 through January 2001. From June 1997
through March 1999, Mr. Ronkin served as the Vice President, Secretary and General Counsel of
National Auto Finance Company, Inc., an automobile finance company. From May 1992 until June
1997, Mr. Ronkin was an attorney with the law firm of Steel Hector & Davis L.L.P. in Miami,
Ilorida.

Jacobus A.J. Steffens has served as our Executive Vice President, General Manager—
International since March 2004 and as our Senior Vice President, General Manager —International
since joining us in January of 2001 through February 2004. Before joining the company, Mr.
Steffens worked in various management capacities for divisions of Unilever N.V_, including as the
Chief Information Officer of Unilever’s European Ice Cream & Frozen Foods division from January
1997 until December 2000, as the Controller Global Marketing & Creative at the Elizabeth Arden
Company from January 1992 until December 1995 and in various financial roles for Unilever’s
Quest International Flavours and Fragrances division from the end of 1986 until December 1991.

ITEM 2. PROPERTIES

United States. Our corporate headquarters are located in Miami Lakes, Ilorida, in a building
we own on a 13-acre tract of land. The Miami Lakes facility contains approximately 200,000 square
feet of distribution and warehouse space and approximately 30,000 square feet of office space. We
stopped customer shipments out of our Miami Lakes facility in January 2004 and consolidated our
fulfillment operations in our Roanoke, Virginia distribution facility by March 2004. We are planning
to sell our Miami Lakes facility. If and when we sell the Miami Lakes facility, we intend to lease
offices in the South Florida area to house the employees that are not affected by the consolidation.

Our Roancke, Virginta distribution facility consists of approximately 400,000 square feet and is
leased through September 2013. We lease a 76,000 square foot warehouse in Roanoke to coordinate
returns processing whose term expires in February 2005 and a 64,000 square foot warehouse in
Roanoke under a lease that expires in June 2005.

We lease 62,000 square feet of general office space in Stamford, Connecticut under a lease that
expires October 2011. We lease general offices for our Elizabeth Arden marketing operations in New
York City under a lease that expires in April 2016

International. Our international operations are headquartered in offices in Geneva,
Switzerland under a lease that expires in December 2007. We also lease sales offices in Australia,
Austria, Canada, Denmark, Italy, Korea, New Zealand, Puerto Rico, Singapore, South Africa, Spain
and the United Kingdom and a small distribution facility in Puerto Rico. We also own a small
manufacturing facility in South Africa primarily to manufacture local requirements of our products.

ITEM 3. LEGAL PROCEEDINGS

In December 2000, we were named in a breach of contract action filed in the Ontario, Canada
Superior Court of Justice by Adenat, Inc., a Canadian customer of Unilever. The action was filed
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against a number of Unilever affiliates, our company and several individuals, including officers of
Unilever and our company. In August 2001, the plaintiff filed an amended complaint, which
removed the individual defendants. The plaintiff claims that Unilever breached contractual
obligations owed to the plaintiff and further alleges that we interfered in that relationship. The
plaintiff seeks to enjoin the termination of the alleged distribution agreement by Unilever and seeks
compensatory damages of Canadian $55 million (approximately US $41 million at January 31,
2004) against each of Unilever and us, plus punitive damages of Canadian $35 million
(approximately US $26 million at January 31, 2004). We believe we would be entitled to
indemnification from Unilever under our agreement to acquire the Elizabeth Arden business to the
extent we incur losses or expenses as a result of actions taken by Unilever or its affiliates. We believe
the claims lack merit as to our company, and we are vigorously contesting the matter.

We are also a party to a number of other legal actions, proceedings or claims. While any action,
proceeding or claim contains an element of uncertainty, management believes that the outcome of
such actions, proceedings or claims will not have a material adverse effect on our business, financial
condition or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal
year ended January 31, 2004.

PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information. Our common stock, $.01 par value per share, has been traded on the
NASDAQ Stock Market under the symbol “RDEN” since January 25, 2001. The following table sets
forth the high and low closing prices for our common stock, as reported on the NASDAQ Stock
Market for each of our fiscal quarters from February 1, 2002 through January 31, 2004.

Quarter Ended _Migh —~_Low
04/26/03 ..o $12.50 $ 8.95
07/26/03 .o $15.16 $11.10
T0/25/03 oo $19.54 $15.00
01731704 ..o $20.89 $18.12
04/27/02 0ot $13.25 $ 6.70
07/27/02 ..o $17.50 $10.71
T0/26/02 ..o $13.28 $ 9.19
01731703 ..ot $15.00 $10.46

Holders. As of March 26, 2004, there were 438 record holders of our common stock. The
number of record holders does not include beneficial owners of common stock whose shares are held
in the names of banks, brokers, nominees or other fiduciaries.

Dividends. We have not declared any cash dividends on our common stock since we became a
beauty products company in 1995, and we currently have no plans to declare dividends on our
common. stock in the foreseeable future. Any future determination by our board of directors to pay

dividends on our common stock will be made only after considering our financial condition, results of

operations, capital requirements and other relevant factors. Additionally, our bank credit facility
prohibits the payment of cash dividends, and the indentures relating to our 7%:% Senior Subordinated
Notes Due 2014 restrict our ability to pay cash dividends based upon our ability to satisfy certain
financial covenants, including a fixed charge coverage ratio and a net income test, and certain other
covenants. See Notes 8 and 9 to Notes to Consolidated Financial Statements and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources.”




Series D Convertible Preferred Stock. As part of the consideration for the Elizabeth Arden
business acquired on January 23, 2001, we issued to an affiliate of Unilever 416,667 shares of Series
D convertible preferred stock with an aggregate liquidation value of $50 million. Each share of
Series D convertible preferred stock is convertible into 10 shares of our common stock at an initial
conversion price of $12.00 per share of common stock. The holder of the Series D convertible
preferred stock was entitled to convert up to 33.3% of its shares after January 23, 2002, up to
66.6% after January 23, 2003 and up to 100% after January 23, 2004. In addition, cumulative
dividends of 5% of the outstanding liquidation value of Series D convertible preferred stock began to
accrue on January 23, 2003 and will be payable, at our option and subject to restrictions on the
pavment of dividends under our bank credit facility and senior subordinated note indenture, in cash
or in additional shares of Series D convertible preferred stock, quarterly in arrears, commencing
March 15, 2003. During fiscal 2004, we issued to the holder of the Series D convertible preferred
stock an additional 18,621 shares of Series D convertible preferred stock as a dividend. We are
required to redeem the Series D convertible preferred stock on January 23, 2013 at the aggregate
liquidation value of all of the outstanding shares plus accrued and unpaid dividends. See Note 14 to
the Notes to Consolidated Financial Statements.

Conversion of Preferred Stock. On October 22, 2003, an affiliate of Unilever converted
208,340 shares (representing $25 million of aggregate liquidation preference) of Series D
convertible preferred stock into 2,083,340 shares of our common stock, 2,083,333 shares of which
were sold in a public offering on that date. As a result of the conversion of the Series D convertible
preferred stock and sale of the common stock by the Unilever affiliate, our shareholders’ equity
increased by approximately $8.3 million and the balance recorded in the convertible, redeemable
preferred stock Series D account on our consolidated balance sheet was reduced by the same
amount. In addition, the accretion of the Series D convertible preferred stock converted was
accelerated in the amount of $18.6 million, resulting in a non-cash charge to net loss attributable to
common shareholders on our consolidated statements of operations for fiscal 2004.

Equity Compensation Plan Information

The following table sets forth information concerning common stock of the company authorized
for issuance under our compensation plans at January 31, 2004:

Number of Number of securities
securities to remaining available
be issued upon  Weighted-average for future-issuance
exercise of exercise price of under equity
outstanding outstanding compensation
options, options, plans (excluding
warrants and warrants and securities reflected
rights rights in column (a))
Plan Category %a) Fb) (c)

Equity compensation plans approved by

security holders . ....... ... ... ... .. ... 3,850,638 $11.98 709,890
Equity compensation plans not approved by

security holders . ....... ... .. .. .. ... ..

Totals .. ... 3,850,638 $11.98 709,890

Issuer Purchases of Equity Securities

We did not purchase any of our common stock during the fourth quarter of fiscal 2004.
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ITEM 6. SELECTED FINANCIAL DATA

We derived the following selected financial data from our audited consolidated financial
statements. The following data should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and our consolidated financial
statements and the related notes included elsewhere in this Annual Report.

Years Ended January 31,

2004 2003 2002 2001M 2000
(Amounts in thousands, except per share data)
Selected Statement of Operations Data
Netsalest® ... ... . ... ... .. ... $814.,425 $752,041 $668,097 $ 372,633 $349,083
Gross profit@® ... ... L. 335,777 307,413 245,392 96,038 86,746
Income from operations ........... 72,330 68.209 5,863 40,794 44,947
Netincome (loss) ................ 2,036 18,150 (29,837) 13,436 15,329
Debt extinguishment charges ... ... 34,808 — — - —
Accretion and dividend on preferred
stock ... 3.502 3,653 3,438 - —
Accelerated accretion on converted
preferred stock .............. .. 18,584 — - — —
Net (loss) income attributable to
common shareholders .......... (20,050) 14,497 (33,275) 13,436 15,329
Selected Per Share Data
(Loss) earnings per common share
Basic ........ ... ... ... $ (1.02)®s 082 $ (1.92) $ 099 § 1.11
Diluted .................... $ (1.02) 8 078 5 (1.92) $ 087 8 099
Weighted average number of
commeon shares.
Basic ............ ..., 19,581 17,757 17,309 13,555 13,801
Diluted ....... ... ... ...... 19,581 23,200 17,309 15,620 15,577
Other Data
EBITDA® .. ... .. ... ... ...... $ 58,3744 5 90,984 § 36,4976) § 53,818 $ 55,909
Net cash provided by operating
activities .. ........ ... 45,801 28,620 8,653 26,065 31,971
Net cash used in investing
activities .. ....... e (11,365)  (13,007) (3,443) (209,883) (3,700)
Net cash provided by (used in)
financing activities . ............ 31,196 (9,753) (6,361) 179,369 (12,239)
Years Ended January 31,
2004 2003 2002 2001 2000
Selected Balance Sheet Data
Cash .. ... ... ... ... L. $ 89,087 5 22,663 $ 15913 $ 17,695 § 22,144
Inventories . ........ ... ... ... 193,382 200,876 192,736 210,497 129,808
Working:capital ................. 220,843 216,461 190,290 183,494 173,005
Total assets .................... 698,079 627,620 596,765 583,147 309,632
Short-term debt . ...... .. ... ... - 2,068 7,700 22,945 —
Long-term debt, including current
POTHOM .. ... 325,089 320,329 328,433 332,291 176,805
Convertible, redeemable preferred
stock ... 10,793 15,634 11,980 8,542 —
Shareholders’ Equity ............. 210,959 131,844 111,934 134,887 82,287

(1) The acquisition of the Elizabeth Arden business was consummated on January 23, 2001.
Income statement data for the fiscal vear ended January 31, 2001, includes eight days of results
from the Elizabeth Arden business.




(2)

Following the acquisition of the Elizabeth Arden business, we reclassified warehouse and
shipping expenses in cost of goods sold to conform to the presentation of the Elizabeth Arden
business. This reclassification changes gross profit and selling, general and administrative
expenses, but has no effect on income from operations or net income. The reclassification has
been applied to fiscal 2002, 2001 and 2000.

Effective February 1, 2002, we adopted Emerging Issues Task Force (“EITEF”) No. 01-09
“Accounting for Consideration Given by a Vendor to a Customer,” which codifies and reconciles
EITF No. 00-14 “Accounting for Certain Sales Incentives” and EITF No. 00-25 “Accounting
for Consideration from a Vendor to a Retailer in Connection with the Purchase or Promotion of
the Vendor’s Products.” Therefore, for fiscal 2002, 2001 and 2000 presented before
February 1, 2002, we have reclassified certain costs from selling, general and administrative
expense as reductions to net sales and gross profit. These reclassifications have no impact on
income from operations or net income. See Note 3 to the Notes to Consolidated Financial
Statements.

EBITDA is defined as net income plus the provision for income taxes (or net loss less the benefit
from income taxes), plus interest expense, plus depreciation and amortization. EBITDA should
not be considered as an alternative to operating income (loss) or net income (loss) (as
determined in accordance with generally accepted accounting principles) as a measure of our
operating performance or to net cash provided by operating, investing and financing activities
(as determined in accordance with generally accepted accounting principles) as a measure of
our ability to meet cash needs. We believe that EBITDA is a relevant measure of our operating
performance and is widely used by investors and other interested parties as a measure of a
company’s operating performance and debt servicing ability because it assists in comparing
performance on a consistent basis without regard to capital structure (particularly when
acquisitions are involved), or depreciation and amortization, which can vary significantly
depending upon accounting methods or non-operating factors (such as historical cost).
Accordingly, as a result of our capital structure and the accounting method used for our
acquisitions, we believe EBITDA is a relevant measure. This information is disclosed here to
permit a more complete comparative analysis of our operating performance relative to other
companies and of our debt servicing ability. EBITDA may not, however, be comparable in all
instances to other similar types of measures.

The following is a reconciliation of net income (loss), as determined in accordance with
generally accepted accounting principles, to EBITDA:

‘ Years Ended January 31,
2004 2003 2002 2001 2000

(Amounts in thousands)

Net income (loss) ........ ... ... .. $ 2,036 $18,150 $(29,837) $13,436 $15,329
Plus (less):

(Benefit from) provision for income

TAXES .o e e (4,112) 7,059 (9,014) 8,091 10,001
Interest expense .................. 39,593 43,075 44,763 20,167 19,412
Depreciation and amortization ... ... 20,857 22,700 30,585 12,124 11,167

EBITDA ............................ $58,374(4)$90,984 $ 36,497 $53,818 $55,909

(a) In fiscal 2004, EBITDA includes debt extinguishment and restructuring charges of $34.8
million and $2.3 million, respectively.

EBITDA for fiscal 2002 reflects $20.5 million of lower gross profits due to high cost Elizabeth
Arden inventory owned prior to the acquisition of the Elizabeth Arden business and sold during
that fiscal year, $10.3 million inventory charge incurred in the second quarter and a $0.5
million charge incurred in the fourth quarter for restructuring.

As a result of the accelerated accretion on the conversion of the Series D Convertible Preferred
Stock into common stock in October 2003 and the debt extinguishment and restructuring
charges, basic and fully diluted earnings per share was reduced by $2.09 and $1.99 per share,
respectively.




ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjuncton with the consolidated
financial statements and the accompanying notes which appear elsewhere in this document.

Overview

We are a global prestige fragrances and beauty products company. We sell our products to over
65,000 separate locations worldwide, including in the United States in department stores and mass
retailers, as well as internationally in prestige department stores, perfumeries, boutiques and travel
retail locations. We have established ourselves as a source of over 300 fragrance brands through
brand ownership, brand licensing and distribution arrangements. In addition to the approximately
50 prestige fragrance brands we own and license, we also distribute over 250 prestige fragrance
brands principally to mass retailers in the United States. Our portfolio of owned and licensed
fragrance brands includes Elizabeth Arden’s Red Door, Red Door Revealed, ardenbeauty, 5th
Avenue, Flizabeth Arden green tea, Sunflowers and Elizabeth Arden Provocative Woman, Elizabeth
Tavlor’s White Diamonds, Passion, Forever Blizabeth and Gardenia; White Shoulders; Halston and
Z-14; Geoffrey Beene’s Grey Flannel; PS Fine Cologne for Men; Design; and Wings. Our skin care
brands include Ceramide, Eight Hour Cream and First Defense, and our cosmetics products include
lipstick, foundation and other color cosmetics products under the Elizabeth Arden brand.

We dffer our retail customers in the United States a broad portfolio of prestige beauty brands
coupled with marketing and merchandising services to enhance sell-through of the products we sell
to our customers. We distinguish ourselves by tailoring the marketing, promotion, size and
packaging of our prestige fragrances to appeal to a wide range of consumers. This tailoring allows us
to sell the same brand in prestige department stores and mass retailers while maintaining its prestige
image. We also provide many of our mass retailers in the United States additional valuable services,
including category and inventory management and fulfillment services that our competitors do not
typically offer. We believe that our breadth of products and level of services have enabled us to gain
a leading share of the growing prestige fragrance category at mass retailers and to become an
important and valued supplier for our customers.

Our business strategy to increase sales and profitability is based on increasing the sales of our
core brands through new product launches and increased advertising and marketing activities,
growing the prestige fragrance category with our retail customers through innovative programs,
expanding the offering of prestige fragrance products to these retailers through new owned or
licensed products as well as through expanding the selection of prestige fragrances that we distribute
on behalf of other beauty companies, acquiring control of additional prestige fragrance brands
through licensing opportunities and acquisitions, and pursuing opportunities to improve profitability
and working capital efficiencies.

We manage our business by evaluating net sales, EBITDA (as defined in Note 4 under Item 6
“Selected Financial Data”) and working capital utilization (including through the levels of inventory
and accounts receivable) and borrowings under our credit facility. We encounter a variety of
challenges that may affect our business and should be considered along with the information
presented in the section “Forward-Looking Information and Factors That May Affect Future
Results.” 'These factors include the ahsence of contracts with our key customers and suppliers,
changes in customer demands and preferences for prestige beauty products, in general, and for
prestige fragrances, in particular, as approximately 76% of our net sales are of prestige fragrances,
the risks of international operations including the impact of foreign currency rates, the retail
performance of our retail customers, their commitment to the prestige fragrance and beauty category
and their execution of that category, competition, the efficient operation of our worldwide
organization and our level of indebtedness.




In fiscal 2004, we successfully recapitalized our balance sheet through a public offering of our
common stock and the refinancing of our long term debt. We completed a public offering of
common stock in October 2003 and used the proceeds to redeem a portion of our 11%:% senior
notes due 2011. By February 2004, we redeemed substantially all of the remaining 11%:% senior
notes and all of the 10%8% senior notes due 2007 with the net proceeds of a new issue of 7%3%
senior subordinated notes due 2014, borrowings from our revolving credit facility and free cash
flow. The refinancing of our high cost senior notes with our new 7%:% senijor subordinated notes
allowed us to: (i) lock in long-term interest rates at historically low levels; (ii) remove restrictive
covenants in the indenture for our 11%:% senior notes; (iii) remove the collateral securing our
11%4% senior notes; (iv) extend the maturity of our long-term debt; and (v) and is expected to result
in a $13 million reduction in interest expense in fiscal 2005. As a result of our improved operating
performance in fiscal 2004 and 2003 and the equity financing which improved our balance sheet,
our corporate credit rating was upgraded to Bl and B+ from B2 and B by the credit agencies
Moody’s lnvestors Service in May 2003 and Standard & Poor’s in October 2003, respectively.

In fiscal 2004, we also consolidated all of our U.S. distribution and warehouse operations to our
newly-expanded facility in Roanoke, Virginia and we completed the conversion of all primary order
processing systems to a common platform in March 2004. This consolidation is expected to lower
freight, labor, insurance and other overhead expenses, as well as improve working capital efficiencies
through a reduction of duplicate inventory and enhanced order processing. We expect to realize
Cstlmated savings of approximately $2 to $4 million in fiscal 2005 and approximately $4 to $6
million on an annua] basis for the fiscal vears thereafter compared to fiscal 2004. Finally, we had
several new product introductions, including the skin care product Ceramide Plump Perfect and a
color product, Color Intrigue, and the fragrances Red Door Rebealed and Gardenia, all of which
contributed to our net sales growth in fiscal 2004.

In fiscal 2004, we also implemented a number of initiatives to improve our cash collection
efforts, including focusing our cash collection activities on certain key accounts and improving the
accuracy of our order processing and transmission orders to reduce customer deductions and charge-
backs. In addition, we were also able to reduce our inventory balances at the end of fiscal 2004 as
compared to the end of fiscal 2003 by implementing key inventory reduction initatives, including
tightening purchasing activities and 1dent1f\ ring methods of reducing inventory lead times.

In fiscal 2004, net sales increased 8.3% compared to fiscal 2003 as a result of the favorable
impact of foreign currency rates, which represents 4% of the increase, increased sales to U.S. mass
retail accounts and new product launches. Selling, general and administrative expenses increased
12.1% during fiscal 2004 compared to fiscal 2003 as a result of additional advertising to support
new product launches and higher development costs, increased selling costs, the impact of foreign
currency rates and the respructuring charge associated with the consolidation of our U.S. diswibution
facilities. In fiscal 2005, we anticipate increasing our expenditures for advertising and promotonal
activities by utilizing a portion of the anticipated savings in interest expense associated with the debt
refinancing activities. Debt extinguishment charges of $34.8 million associated with the redemption
of senior notes resulted in a net loss for fiscal 2004 compared to net income in fiscal 2003. In
addition, nert loss attributable to common shareholders in fiscal 2004 increased due to an $18.6
million charge related to the accelerated accretion on the Series D convertible preferred stock which
was converted into common stock sold by an affiliate of Unilever in our equity offering in October
2003. If the Unilever affiliate converts the remaining Series D convertible preferred stock into
common stock and sells the stock in fiscal 2005, we would incur an additional charge for accelerated
accretion on the Series D convertible preferred stock relating to the amounts converted.

Critical Accounting Policies and Estimates

We consider the following accounting policies important in understanding our operating results
and financial condition. For additional accounting policies, see Note 1 to the Notes to Consolidated
Financial Statements—“General Information and Summary of Significant Accounting Policies” for
the application of these and other accounting policies.




Accounting for Acquisitions. We have accounted for our acquisitions, including the acquisition
of the Elizabeth Arden business, under the purchase method of accounting for business
combinations. Under the purchase method of accounting, the cost, including transaction costs, are
allocated to the underlying net assets, based on their respective estimated fair values. The excess of
the purchase price over the estimated fair values of the net assets acquired is recorded as goodwill.

The judgments made in determining the estimated fair value and expected useful lives assigned
to each class of assets and liabilities acquired can significantly affect net income. For example,
different classes of assets will have useful lives that differ—the useful life of property, plant, and
equipment acquired will differ substantially from the useful life of brand licenses and trademarks.
Consequently, to the extent a longer-lived asset is ascribed greater value under the purchase method
than a shorter-lived asset, net income in a given period may be higher.

Determining the fair value of certain assets and liabilities acquired is judgmental in nature and
often involves the use of significant estimates and assumptions. One of the areas that require more
judgment is determining the fair values and useful lives of intangible assets. To assist in this process,
we often obtain appraisals from independent valuation firms for certain intangible assets.

Our iintangible assets generally consist of exclusive brand licenses and trademarks. We do not
carry any -goodwill. The value of our intangible assets, including brand licenses, trademarks and
intangibles, is exposed to future adverse changes if we experience declines in operating results or
experience significant negative industry or economic trends. We periodically review intangible assets,
at least annually or more often as circumstances dictate, for impairment and the useful life assigned
using the guidance of applicable accounting literature.

In fiscal 2003, we adopted Statement of Financial Accounting Standards (“SFAS™) No. 142
“Goodwill and Other Intangible Assets.” In accordance with SFAS No. 142, we have determined that
the Elizabeth Arden trademarks have indefinite useful lives as cash flows from the use of the
trademarks are expected to be generated indefinitely. During fiscal 2004, we completed our annual
impairment testing of these assets with the assistance of a third party valuation firm. The analysis
and assessments of these assets indicated that no impairment adjustment was required.

Revenue Recognition. Sales are recognized when title and risk of loss transfers to the customer
and collectibility of the resulting receivable is probable. Sales are recorded net of estimated returns
and other allowances. The provision for sales retuins represents management’s estimate of future
returns based on historical experience and considering current external factors and market
conditions.

Allowances for Sales Returns and Markdowns.  As is customary in the prestige beauty business,
we grant certain of our customers, subject to our authorization and approval, the right to either
return product or to receive a markdown allowance for certain promotional product. Upon sale, we
record a provision for product returns and markdowns estimated based on our historical and
projected experience, economic trends and changes in customer demand. There is considerable
judgment used in evaluating the factors influencing the allowance for returns and markdowns, and
additional allowances in any particular period may be needed.

Allowances for Doubtful Accounts Receivable. 'We maintain allowances for doubtful accounts
to cover uncollectible accounts receivable, and we evaluate our accounts receivable to determine if
they will ultimately be collected. This evaluation includes significant judgments and estimates,
including an analysis of receivables aging and a customer-by-customer review for large accounts. If,
for example, the financial condition of our customers deteriorates resulting in an impairment of their
ability to pay, additional allowances may be required.

Provisions for Inventory Obsolescence. We record a provision for estimated obsolescence and
shrinkage of inventory. Our estimates consider the cost of inventory, forecasted demand, the




estimated market value, the shelf life of the inventory and our historical experience. If there are
changes to these estimates, additional provisions for inventory obsolescence may be necessary.

Stock-Based Compensation. We account for our stock-based compensation under the
recognition and measurement principles prescribed by Accounting Principles Board Opinion (“APB”)
No. 25, “Accounting for Stock Issued to Employees,” and related interpretations. No stock-based
compensation cost is reflected in net income for employee and director option grants, as such grants
had an exercise piice equal to the market value of the underlying common stock on the date of grant.
The pro forma effect on net income (loss) and diluted earnings (loss) per common share for fiscal
2004, 2003 and 2002 is set forth in Note 1 to the Notes to Consolidated Financial Statements “General
Information and Summary of Significant Accounting Policies—Stock-Based Compensation.”

Income Taxes and Valuation Reserves. A valuation allowance may be required to reduce
deferred tax assets to the amount that is more likely than not to be realized. We consider projected
future taxable income and ongoing tax planning strategies in assessing a potential valuation
allowance. In the event we determine that we may not be able to realize all or part of our deferred
tax asset in the future, or that new estimates indicate that a previously recorded valuation allowance
is no longer required, an adjustment to the deferred tax asset would be charged or credited to net
income in the period of such determination.

RESULTS OF OPERATIONS

The following discussion compares the historical results of operations for fiscal 2004, 2003 and
2002. Results of operations are in thousands and as a percentage of net sales were as follows
(percentages may not add due to rounding):

2004 . 2003 20020
Netsales®@ . ... . ... ... ... .. ... $814,425 100.0% $752,041 100.0% 3668,097 100.0%
Costofsales ....................... 478,648 588 444,628 59.1 422705 ©63.3
Grossprofit ................. ... 335,777 412 307413 409 245392 36.7
Selling, general and administrative
EXPEIISES « « o ov et 242,590 298 216,504 28.8 208,944 313
Depreciation and amortization ......... 20,857 2.6 22,700 3.0 30,585 4.6
Income from operations .......... 72,330 89 68,209 0.1 5,863 0.9
Interest expense . . ................. .. (39,593} (4.9) (43,075) (5.7) (44,763) (6.7)
Debt extinguishment charges .. ... ... .. (34,808) (4.3) — - — —
Other (expense) income .............. {5) 0.0 75 0.0 49 0.0
(Loss) income before income
TAXES « oottt e (2,076) (0.3) 25,209 3.4 (38,851) (5.8)
(Benefit from) provision for income
BAXES ot (4,112) (0.5) 7,059 0.9 (9,014) (1.3)
Netincome (loss) ................ 2,036 0.2 18,150 24 (29,837) (4.5)
Accretion and dividend on preferred
stock ... 3502 04 3,653 0.5 3,438 0.5
Accelerated accretion on converted
preferred stock ....... ... ... ... 18,584 2.3 — — — —
Net (loss) income attributable to
common shareholders .......... (20,050) (2.5)% 14,497 1.9% (33,273) (5.0)%
2004 2003 20020
Other data:
EBITDA and EBITDA margin® ... ... .. $ 58,374 7.2%$ 90984 12.1% 3 36,497 5.5%

(1) Restatement of percentages for fiscal 2002 was made based on EITF No. 01-09 reclassifications
(as described in Note 3 to the Notes to Consolidated Financial Statements).
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(2) The following chart represents our net sales to customers in the U.S. and internationally during

fiscal 2004, 2003, and 2002:

Fiscal Years Ended January 31,

2004 2003 2002
Sales % Sales % Sales %
(Amounts in millions) T T _
United States ................... $548.4 67% $509.5 68% $465.4 70%
International ....... ... .. ... ... 2060 33% 2425 32% 2027 30%
Total .............. ... ... .. $814.4  100% $752.0 100% $668.1 100%

(3) For a definition of EBITDA and a reconciliation of net income to EBITDA, see Note 4 under
Item 6 “Selected Financial Data.” EBITDA margin represents EBITDA divided by net sales.

Fiscal Year Ended January 31, 2004 Compared to Fiscal Year Ended January 31, 2003

Net Sales. Net sales increased approximately 8.3% for fiscal 2004 over fiscal 2003. The sales
increase was driven by the favorable impact of foreign currency rates, increased fragrance sales to
our mass retail customers, new product launches and strength in certain international markets.
These increases were partially offset by lower sales to certain U.S. department store accounts,
including a planned reduction in promotional sales to department store accounts to reduce related
promotional costs, and lower international sales due to the severe acute respiratory syndrome
“SARS” epidemic and the Iraqi war, which impacted Asia and the travel retail business in the first
half of the fiscal year, and economic weakness in most continental European markets.

Gross Profit.  Gross profit increased 9.2% for fiscal 2004 over fiscal 2003. The increase in
gross profit was principally due to higher net sales, favorable impact of foreign currency rates, lower
supply chain and distribution costs and lower “gift with purchase” costs, partially offset by a greater
proportion of sales of distributed brands, which have lower gross margins than owned and licensed
brands. Gross margins increased to 41.2% in fiscal 2004 from 40.9% in fiscal 2003.

SG&A.  Selling, general and administrative expenses increased 12.0% for fiscal 2004 over
fiscal 2003. The increase was due principally to additional advertising to support product launches
and higher product development costs, increased selling costs, the adverse impact of foreign
currency rates and a $2.3 million restructuring charge related to the consolidation of our U.S.
distributien facilities, which was announced in November 2003 and was substantially completed in
March 2004. The unfavorable impact of foreign currency transaction gains contributed
approximately $3.0 million to the increase in selling, general and administrative expenses versus the
prior year. These increases were partially offset by reduced overhead expenses from management
initiatives. and lower information technology costs. The increase in selling, general and
administrative expenses as a percentage of net sales reflects the increased advertising and product
development costs, unfavorable foreign currency exchange rates and the restructuring charge. We
intend to increase our advertising and product development costs in fiscal 2005 to support our
existing brands and new product launches. We also expect to incur approximately $1.5 million of
restructuring charges in the first half of fiscal 2005 related to the final stages of the consolidation of
our U.S. distribution facilities.

In the second quarter of fiscal 2004, we recorded additional rent expense of approximately $0.7
million, which is a cumulative correction to previously recorded amounts and is related to scheduled
rent increases and lease incentives in certain of our operating leases. The allocated additional
expense was not material to our results of operations during the periods to which the adjustment
related or:in the period recorded and, as such, prior periods were not adjusted.

Depreciation and Amortization. Depreciation and amortization decreased 8.1% for fiscal
2004, compared to fiscal 2003, principally as a result of certain intangibles that were fully




amortized at the end of fiscal 2003, pardally offset by the acceleration of depreciation of certain
fixed assets at our Miami Lakes facility due to the closing of the distribution operations at this
facility.

Interest Expense. Interest expense, net of interest income, decreased by 8.1% i fiscal 2004
from fiscal 2003. The decrease resulted from the redemptions of the 11%4% senior notes due 2011
and the 10%8% senior notes due 2007 during the vear and reduced borrowings and lower interest
rates paid on our bank credit facility. See Notes 8 and 9 to the Notes to the Consolidated Financial
Statements. As a result of the refinancing of our senior notes, we anticipate saving approximately
$13 million in interest expense in fiscal 2005.

Debt Lxtinguishment Costs. During fiscal 2004, we recorded $34.8 million of debt
extinguishment charges relating to the redemption of $151.2 million aggregate principal amount of
the 11%2% senior notes and $65.3 million aggregate principal amount of the 10%8% senior notes.
See Note 9 to the Notes to the Consolidated Financial Statements.

(Benefit from) Provision for Income Taxes. We had a benefit from income taxes for fiscal
2004, as compared to a provision for income taxes for fiscal 2003, reflecting higher losses due to the
debt extinguishment and restructuring charges related to the consolidation of the U.S. distribution
facilities partially offset by higher operating earnings. The effective tax rate calculated as a
percentage of (loss) income before income taxes for fiscal 2004 was 198.1% compared to 28.0% in
fiscal . ¢ change in the effective tax rate as compared to the prior vear primarily reflects
fiscal 2003. The chang he eff t pared he p 3 p Iy refl
adjustments for foreign earnings taxed in jurisdictions at rates different in the United States an

djustments for foreig g d in jurisd t rates different in the United Stat d
state tax liabilities. See Note 11 to the Notes to Consolidated Financial Statements.

Net Income. Net income for fiscal 2004 decreased approximately $16.1 million as compared
to fiscal 2003. The decrease was a result of the debt extinguishment and restructuring charges
partially offset by higher operating earnings.

Accretion and Dividend on Preferred Stock. The accretion and dividend on preferred stock,
which is a non-cash charge to net loss attributable to common shareholders, represents the accretion
of the original carrying value of $8.5 million of the Series D convertible preferred stock to its
liquidation preference, and the imputed dividends on such preferred stock. See Note 14 to the Notes
to Consolidated Financial Statements.

Accelerated Accretion on Converted Preferred Stock.  In October 2003, we recorded accelerated
accretion on the Series D convertible preferred stock of $18.6 million for the preferred stock
converted into common stock by an affiliate of Unilever that was sold in a public offering in October
2003. See Note 14 to the Notes to Consolidated Financial Statements.

Net (Loss) Income Attributable to Common Shareholders. In fiscal 2004, there was a net loss
ataibutable to common shareholders compared with net income attributable to common
shareholders for fiscal 2003, principally due to $18.6 million of accelerated accretion on the Series D
convertible preferred stock converted into common stock in October 2003 and the $37.1 million of
debt extinguishment and restructuring charges. As a result of the accelerated accretion on the
conversion of our Series D convertible preferred stock into common stock in October 2003 and the
debt extinguishment and restructuring charges, our fully diluted net income per share for fiscal 2004
was reduced by $1.99 per share compared to fiscal 2003.

EBITDA. EBITDA (net income plus the provision for income taxes (or net loss less the benefit
from income taxes), plus interest expense, plus depreciation and amortization expense) decreased by
36% for fiscal 2004, as compared to fiscal 2003. The decrease in EBITDA and EBITDA margin was
primarily the result of the debt extinguishment and restructuring charges partially offset by higher
operating income. During fiscal 2004, EBITDA was reduced by $37.1 million as a result of the early
extinguishment of debt and the restructuring of the U.S. distribution facilities. For a reconciliation
of net income to EBITDA, see Note 4 under Item 6 “Selected Financial Data.”



Fiscal Year Ended January 31, 2003 Compared to Fiscal Year Ended January 31, 2002

Net Sales. Net sales increased 12.5% for fiscal 2003 compared to fiscal 2002. The sales
increase was driven by the growth of our business with our mass retail customers, due in large part
to our “open-sell” program and the addition of certain distributor brands (both of which have
increased the volume of products sold), new product launches (including the fragrances
ardenbeauty and Forever Elizabeth), and a rebound in travel retail sales. The “open-sell” program
allows retailers to display fragrances on open counters and shelves rather than in locked cases,
giving consumers easier access to our products. These increases were partially offset by continued
weaknesslin U.S. department store sales and fewer U.S. prestige department store doors serviced as a
result of previously announced closings.

Gross Profit. Gross profit increased 25.0% for fiscal 2003 compared to fiscal 2002. Gross
margin increased 4.20 percentage points during fiscal 2003 from fiscal 2002. The increase in gross
profit and gross margin was principally due to higher sales, a reduction in the effect of the “high
cost” Elizabeth Arden inventory purchased prior to the acquisition of the Elizabeth Arden business,
a $10.3 million inventory write-down recorded in fiscal 2002 and reduced cost structure in
distribution operations, partially offset by continued weakness in U.S. department stores and a
greater proportion of sales of distributed brands, which have lower gross margins than owned and
licensed brands. For fiscal 2002, our gross profit was reduced by approximately $20.5 million and
gross margin was reduced by 3.10 percentage points due to the effect of “high cost” inventory
purchased prior to the Elizabeth Arden acquisition.

SC&A.  Selling, general and administrative expenses increased 3.6% for fiscal 2003 compared
to fiscal 2002. The increase was due principally to additional advertising to support new product
launches and higher incentive compensation costs. These increases were partially offset by reduced
expenses from management initiatives, including the restructuring of certain international
operations, and reduction in selling overhead expenses, as well as benefits from favorable foreign
currency rates. The effect of foreign currency transaction gains contributed approximately $6.7
million to the reduction in selling, general and administrative expenses during fiscal 2003 as
compared to fiscal 2002. The decline in selling, general and administrative expenses as a percentage
of net sales reflects the leveraging of our cost structure and favorable foreign currency exchange
rates.

Depreciation and Amortization. Depreciation and amortization decreased 25.8% for fiscal
2003, compared to fiscal 2002, principally as a result of the adoption of SFAS No. 142. In adopting
SFAS No. 142, we concluded that the Elizabeth Arden trademarks are considered indefinite-lived
assets and after January 31, 2002 are no longer being amortized. Amortization relating to these
trademarks amounted to $6.8 million for fiscal 2002,

Interest Expense. Interest expense, net of interest income, decreased by 3.8% for fiscal 2003
compared to fiscal 2002. The decrease resulted primarily from reduced borrowings under our bank
credit facility and lower interest rates paid on that debt.

Prouvision for (Benefit from) Income Taxes. There was a provision for income taxes for fiscal
2003, as compared to a benefit from income taxes for fiscal 2002, reflecting higher operating
earnings. The effective tax rate calculated as a percentage of income- (loss) before income taxes for
fiscal 2003, was 28.0% versus 23.2% in fiscal 2002. The increase over fiscal 2002 primarily reflects
adjustments for foreign and state tax liabilities.

Net Income (Loss). Net income for fiscal 2005 increased $48.0 million as compared to a net
loss in fiscal 2002. The increase was a result of higher net sales and associated gross profit and lower
depreciation and amortization, partially offset by higher selling, general and administrative expenses
and a higher effective tax rate.




Accretion and Dividend on Preferred Stock. The accretion and dividend on preferred stock
was a non-cash charge to net income attributable to common shareholders for fiscal 2003 and a
non-cash charge to net loss attributable to common shareholders for fiscal 2002. These amounts
represent accretion on the fair value of, and the imputed dividends on, the Series D convertible

preferred stock issued to an affiliate of Unilever as part of the purchase price for the acquisition of
the Elizabeth Arden business.

Net Income (Loss) Atiributable to Common Shareholders. Net income attributable to common
shareholders increased $47.8 million for fiscal 2003, compared to a net loss in fiscal 2002. The net
income or net loss attributable to common shareholders includes the net income or net loss plus
accretion and dividends associated with the Series D convertible preferred stock.

EBITDA. EBITDA increased by 149% and EBITDA margin increased 660 basis points for
fiscal 2003 as compared with fiscal 2002. The increase in EBITDA and EBITDA margin was the
result of higher net sales and gross profit, partially offset by higher selling, general and
administrative expenses. For a reconciliation of net income to EBITDA, see Note 4 under Item 6
“Selected Financial Data.”

Seasonality

Our operations have historically been seasonal, with higher sales generally occurring in the
second half of the fiscal year as a result of increased demand by retailers in anticipation of and
during the holiday season. In fiscal 2004, approximately 66% of our net sales were made during the
second half of the fiscal year. Due to the size and timing of certain orders from our customers, sales,
results of operations, working capital requirements and cash flows can vary between quarters of the
same and different years. As a result, we expect to experience variability in net sales, net income,
working capital requirements and cash flows on a quarterly basis.

We experience seasonality in our working capital, with peak inventory and receivable balances
in the third quarter of our fiscal year. Our working capital borrowings- are also seasonal and are
normally highest in the months of September, October and November. During the fourth fiscal
quarter ending January 31 of each vear, significant cash is normally genecrated as customer
payments on holiday season orders are received.

Liquidity and Capital Resources

Years Ended January 31,

2004 2003 2002
{Amounts in thousands)
Net cash provided by operating activities ............. $ 45,801 §$ 28,620 $ 8,653
Net cash used in investing activities . .. ............... (11,365) (13,007) (3,443)
Net cash provided by (used in) financing activities . . . .. . 31,196 (9,753) (6,361)
Net increase (decrease) in cash and cash equivalents . . .. 66,424 6,750  (1,782)

Cash Flows. Net cash provided by operating activities increased 60.0% in fiscal 2004 and
230.7% in fiscal 2003. The increase in fiscal 2004 was primarily due to mventory reduction
initiatives, higher operating income before restructuring charges and lower interest expense.
Accounts receivable at January 31, 2004 were above prior year levels primarily due to higher sales
and the timing of those sales versus the prior year partially offset by improved ‘cash collection
efforts. Inventory levels at January 31, 2004 were lower than the prior year, as we focused on
reducing our inventory levels, partially offset by incremental investment in additional distributed
brands. The increase in operating cash flow in fiscal 2003 was due to higher operating income and
improved working capital utilization.

Net cash used in investing activities decreased $1.6 million in fiscal 2004 and increased $9.6
million in fiscal 2003. The increase in capital expenditures in fiscal 2004 was primarily related to




in-store counters and testing units, and computer hardware and software. We expect to incur
approximately $16 million in fiscal 2005 primarily for in-store counters and testing units, tools, dies
and molds and computer hardware and software. The following chart illustrates our net cash used in
investing activities during fiscal 2004, 2003 and 2002:

Years Ended January 31,

2004 2003 2002
(Amounts in thousands)
Capital expenditures, net of disposals . ....................... $(13.825) $ (9,757) $(9.,972)
Price adjustment to rademarks acquired in Arden acquisition . . .. 2.460 — —
Acquisition of Wings trademark ......... ... ... ... ... ... .. — (3.250) -
Sale of trademarks in Colombia . ... ........................ — — 6,529
Total ..o 8(11,365) $(13,007) $(3,443)

Net cash provided by financing activities increased by $40.9 million in fiscal 2004 and net cash
used by financing activities increased by $3.4 million in fiscal 2003. The increase in cash provided
by financing activities in fiscal 2004 was derived from the sale of 3,666,667 shares of our common
stock in'October 2003 resulting in net proceeds of $62.7 million and $225 million of 7%2% senior
subordinated notes in January 2004, partially offset by the redemption of the 1038% senior notes
and the 11%4% senior notes during fiscal 2004,

Cash and cash equivalents increased to $89.1 million in fiscal 2004 from $22.7 million during
fiscal 2003. The increase in cash and cash equivalents is due to our sale of the $225 million of 7%4%
senior subordinated notes reduced by amounts paid to redeem $95.2 million of the 11%4% senior
notes and $20.0 million of the 103/8% senior notes. We called for redemption the remaining $84.3
million of 1038% senior notes in January 2004 and redeemed those notes in Fehruary 2004.
Pending the redemption of those notes, we used & portion of the proceeds from the 7%4% senior
subordinated notes offering to temporarily invest in short-term securities. See Note 9 to Notes to
Consolidated Financial Statements.

Debt and Contractual Financial Obligations and Commitments. At January 31, 2004, our
long-term debt and financial obligations and commitments by due date were as follows:

Payments Due by Period

Less than More
Total 1 Year 1-3 Years 3-5Years than 5 Years
Long-term debt, including current

portion ............. . ..., $325,089 $ 91,287 § — § —  $233,802

Capital lease obligations . ............. 80 80 — — —
Operating lease obligations . . .......... 66,278 11,270 17,928 14,090 22,990
Purchase:obligations(™ ... ... ... ... 205,040 122,753 77,757 4,280 250

Other long-term obligations ........... 2,570 — 2,570 — —
Total ... ... ... . $599,057 $225,390 $98.255 $18,370 $257,042

(1) Consists of purchase commitments for finished goods, raw materials, components, advertising,
promotional items, insurance, services pursuant to legally binding obligations, including fixed
or minimum obligations and estimates of such obligations subject to variable price provisions.

Long-term debt, including the current portion, was $325.1 million at January 31, 2004
(including $84.3 million of 10%8% senior notes that were redeemed on February 12, 2004) and
$320.3 million at January 31, 2003. In fiscal 2004, we redeemed $151.2 million aggregate principal
amount of our 11%4% senior notes, $56.0 million of which were redeemed in November 2003 with
the net proceeds from the equity offering of our cominon stock in October 2003 and $95.2 million of
which were redeemed with the net proceeds from the sale in January 2004 of $225.0 million of




7%% senior subordinated notes. The net proceeds of the issuance of the 7%2% senior subordinated
notes were also used to redeem $104.3 million aggregate principal amount of the 10%8% senior
notes, of which $20.0 million were redeemed in January 2004. We called for redemption the
remaining $84.3 million of 10%2% senior notes on January 13, 2004 and redeemed those notes on
February 12, 2004. As a result of this redemption, we will incur a charge in the first quarter of fiscal
2005 of approximately $3.8 million due to the early extinguishment of these notes. For more
information on our long-term debt, debt refinancing activities and contractual commitments, see
Notes 9, 10 and 14 1o the Notes to Consolidated Financial Statements.

In February 2004 we entered into interest rate swap agreements that effectively convert the
fixed interest rate on $50.0 million or approximately 22% of our outstanding 7%:% senior
subordinated notes to a variable interest rate based on LIBOR. The swap agreement matures in
February 2014. We can terminate the swap at our option at any time and the counter party can call
the swap any time after January 2009. We designated the swap as a fair value hedge.

Future Liquidity and Capital Needs. Our principal future uses of funds are for debt service,
working capital requirements, capital expenditures and additional brand acquisitions or product
distribution arrangements. We have historically financed, and we expect to continue to finance, our
needs primarily through internally generated funds, our credit facility and external financing. We
collect cash from our customers based on our sales to them and their respective payment terms.

We have a revolving bank credit facility with a syndicate of banks that matures in January
2006. Our borrowings under this facility are limited to a “borrowing base,” calculated based on
85% of eligible accounts receivable and 75% of eligible inventories (65% from November to April).
The borrowings are collateralized by a first priority lien on all of our U.S. accounts receivable and
inventory. The credit facility prohibits the payment of cash dividends and the incurrence of debt
(other than refinancing and certain small amounts of indebtedness). The credit facility also has a
requirement that we maintain a fixed charge coverage ratio of 1.1:1 if availability under the facility
declines to less than $50 million. In addition, the indenture pursuant to which our 7%:% senior
subordinated notes are issued restricts the incurrence of debt (other than refinancing indebtedness
and certain other indebtedness) and the payment of dividends subject to satisfaction of a fixed
charge coverage ratio and net income tests.

On February 25, 2004, we executed an amendment to our credit facility. This amendment
included a reduction in the range of interest rates included in the applicable margin, which is added
to either LIBOR-based rates or prime rates, at our option and based upon the amount of our
outstanding loan balance that we have placed in LIBOR and prime rate-based loans. The interest
rates included in the applicable margin were reduced by 0.25% to a range of 2.00% to 2.75% for
LIBOR loans and to a range of 0.25% to 1.00% for prime rate loans and are now based on a fixed
charge coverage ratio instead of a ratio of consolidated debt to EBITDA. As of January 31, 2004, the
applicable margin was 2.75% for LIBOR loans and 1.00% for prime rate loans. At February 29,
2004, the applicable margin was 2.25% for LIBOR loans and 0.50% for prime rate loans. The
amendment also included a 0.125% reduction in the lower end of the range of the commitment fee
on the unused portion of the credit facility to a range of 0.25% to 0.5% per year based on a debt
service ratio. At March 31, 2004, the commitment fee was 0.375%. See Note 8 to Notes to
Consolidated Financial Statements.

Based upon our internal projections, we believe that the credit facility, as currently amended
and restated, provides sufficient flexibility so that we will remain in compliance with its terms. If our
actual results deviate significantly from our projections, however, we may not remain in compliance
with the fixed charge covenant and would not be allowed to borrow under the revolving credit
facility. In addition, a default under our revolving credit facility that causes acceleration of the debt
under this facility could trigger a default on our notes. In the event we are not able to borrow under
our credit facility, we would be required to develop an alternative source of liquidity. There is no
assurance that we could obtain replacement financing or what the terms of such financing, if
available, would be. As of January 31, 2004, we had no borrowings outstanding under our credit
facility and $129.5 million of availability, as well as $89.1 million in cash and cash equivalents.
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We believe that existing cash and cash equivalents, internally generated funds and borrowings
under our revolving credit facility will he sufficient to cover debt service, working capital
requirements and capital expenditures for the next twelve months other than additional working
capital requirements that may result from further expansion of our operations through acquisitions
of additional brands or new product distribution arrangements.

We have discussions from time to time with manufacturers of prestige fragrance brands and
with distributors that hold exclusive distribution rights regarding our possible acquisition of
additional exclusive manufacturing and/or distribution rights. We currently have no agreements or
commitments with respect to any such acquisition, although we periodically execute routine
agreements to maintain the confidentiality of information obtained during the course of discussions
with manufacturers and distributors. There is no assurance that we will be able to negotiate
successfully for any such future acquisitions or that we will be able to obtain acquisition financing or
additional working capital financing on satisfactory terms for further expansion of our operations.

Recently Adopted Accounting Standards

See Note 3 of the Notes to Consolidated Financial Statements for a discussion regarding the
recently adopted accounting standards, which include the following:

¢ Statement of Financial Accounting Standards (“SFAS”) No. 150, “Accounting for Certain
Financial Instruments with Characteristics of Both Liabilities and Equity”

* Emerging Issues Task Force (“EITF”) 00-14, “Accounting for Certain Sales Incentives”

* EITF 00-25, “Accounting for Consideration from a Vendor to a Retailer in Connection with
the Purchase or Promotion of the Vendor’s Products”

e EITF 01-09, “Accounting for Consideration Given by a Vendor to a Customer”

* SFAS No. 142, “Accounting for Business Combinations and Goodwill and Other Intangible
Assets”

¢ SFAS No. 148, “Accounting for Stock-Based Compensation”

¢ Financial Accounting Standards Board (“FASB”) Interpretation No. 46 and No. 46R,
“Consolidation of Variable Interest Entities”

Forward-Looking Information and Factors That May Affect Future Results

The Securities and Exchange Commission encourages companies to disclose forward-looking
information so that investors can better understand a company’s future prospects and make
informed investment decisions. This annual report and other written and oral statemernts that we
make from time to time contain such forward-looking statements that set out anticipated results
based on management’s plans, assumptions and future events or performance. We have tried,
wherever possible, to identify such statements by using words such as “andcipate,” “estimate,”
“expect,” “project,” “intend,” “plan,” “believe,” “will” and similar expressions in connection with
any discussion of future operating or financial performance. In particular, these include statements
relating to future actions, prospective products, future performance or results of current and
anticipated products, sales efforts, expenses, interest rates, foreign exchange rates, the outcome of
contingencies, such as legal proceedings, and financial results. Among the factors that could cause
actual results to differ materially are the following: ‘

®  QOur arrangements with our manufacturers, suppliers and customers are generally informal
and if these arrangements were changed or terminated it could have a material adverse
effect on our business, prospects, results of operations and financial condition;

* (Consumers may reduce discretionary purchases of our products as a result of a general
economic downturn;
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* The beauty industry is highly competitive, and if we are unable to compete effectively it
could have a material adverse effect on our business, prospects, results of operations and
financial condition;

s We are subject to risks related to our international operations, including political instability
in certain regions of the world and diseases affecting customer purchasing patterns,
economic and political consequences of terrorist attacks and fluctuations in foreign
exchange rates that could adversely affect our results of operations;

* If we are unable to acquire or license additional brands, secure additional distribution
arrangements or obtain the required financing for these agreements and arrangements, the
growth of our business could be impaired;

¢ We may engage in future acquisitions that we may not be able to successfully integrate or
manage. These acquisitions may dilute our shareholders’ ownership interest in us and cause
us to incur debt and assume contingent liabilities;

¢ Our level of debt may adversely affect our financial and operating flexibility;

¢ Restrictive covenants in our revolving credit facility and our indenture for our 7%4% senior
subordinated notes may reduce our operating flexibility;

¢ We may not have sufficient working capital availability under our revolving credit facility to
meet our seasonal working capital requirements;

¢ Changes in product mix to less profitable products;

¢ If we are unable to retain key executives and other personnel our growth may be hindered;
* Changes in the retail fragrance and cosmetic industries;

* We depend on third parties for the manufacture and delivery.’of our products;

¢ If we are unable to protect our intellectual property rights our ability to compete could be
negatively impacted,

* The assumptions underlying our critical accounting estimates;

¢ Change in the legal, regulatory or political environment could have a material adverse effect
on our business; and

*  Our quarterly results of operations fluctuate due to seasonality and other factors.

We caution that the factors described herein and other factors could cause actual results to

differ materially from those expressed in any forward-looking statements we make and that
investors should not place undue reliance on any such forward-looking statements. Further, any
forward-looking statement speaks only as of the date on which such statement is made, and we
undertake no obligation to update any forward-looking statement to reflect events or circumstances
after thé date on which such statement is made or to reflect the occurrence of anticipated or
unanticipated events or circumstances. New factors emerge from time to time, and it is not possible
for us to predict all of such factors. Further, we cannot assess the impact of each such factor on our
results of operations or the extent to which any factor, or combination of factors, may cause actual
results to differ materially from those contained in any forward-looking statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk

As of January 31, 2004, we had no borrowings outstanding under our credit facility. The
average of our month-end borrowings during fiscal 2004 was $81.3 million. Borrowings under our
credit facility are seasonal, with peak borrowings in the third quarter of our fiscal year. Borrowings
under the credit facility are subject to variable rates and, accordingly, our earnings and cash flow




will be affected by changes in interest rates. Based upon our fiscal 2004 average borrowings under
our credit facﬂlty, and assuming there had been a two percentage point chancre in the average
interest rate for these borrowmgs7 it is estimated that our interest expense for f1scal 2004 would have
increased or decreased by approximately $1.6 million. In February 2004, we entered into an interest
rate swap transaction to swap 350.0 million of our fixed rate 7%4% senior subordinated notes to a
floating rate of interest based on LIBOR to better balance our mix of fixed and floating rate debt. In
the short term, this will provide us with a lower level of interest expense related to a portion of the
7%4% senior subordinated notes based on current LIBOR rates; however, over the life of the notes,
interest éxpense may be greater than 7%:% based upon fluctuations in LIBOR. In the event of an
adverse change in interest rates, our results could be negatively affected. We can terminate the swap
at our option at any time and the counter party can call the swap any time after January 2009. We
designated the swap as a fair value hedge.

Foreign Currency Risk

We sell our products in approximately 90 countries around the world. For fiscal 2004, we
derived approximately 33% of our net sales from our international operations. We conduct our
international operations in a variety of different countries and derive our sales in currencies
including the Euro, British pound, Swiss franc, Canadian dollar and Australian dollar, as well as the
U.S. dollar. Our operations may be subject to volatility because of currency changes, inflation
changes and changes in political and economic conditions in the countries in which we operate. With
respect to international operations, our sales and expenses are typically denominated in local
currency, while costs of goods sold are denominated in a combination of local currency and the U.S.
dollar. Our results of operations are reported in U.S. dollars. Fluctuations in currency rates can
affect our reported sales, margins, operating costs and the anticipated settlement of our foreign
denominated receivables and payables. Most of our skincare and cosmetic products are produced in
a manufacturing facility located in Roanoke, Virginia. A weakening of the foreign currencies in
which we generate sales relative to the currencies in which our costs are denominated, which is
primarily the U.S. dollar, may decrease our reported cash flow and operating profits. Our
competitors may or may not be subject to the same fluctuations in currency rates, and our
competitive position could be affected by these changes. As a result of favorable foreign currency
rates relative to the U.S. dollar during fiscal 2004, we recorded foreign currency transaction gains of
$3.8 million compared to $7.6 million in fiscal 2003. As a result of adverse foreign currency rates
during fiscal 2002, we recorded foreign currency transaction losses of 80.7 million.

While we have engaged in a limited number of foreign currency hedging transactions for small
amounts in fiscal 2005, primarily option contracts to reduce the exposure of our earnings to
fluctuations in currency rates, we did not engage in foreign currency hedging activities in fiscal
2004. We enter into foreign currency contracts to protect against the adverse effect that exchange
rate fluctuations may have on the earnings of our foreign subsidiaries. Any foreign currency
contracts that we may enter into will likely qualify for hedge accounting and, therefore, the gains
and losses will only be recognized in earnings in the period in which the contracts expire. We do not
utilize foreign exchange contracts for trading or speculative purposes. There can be no assurance
that our hedging operations, if any, will ehmmate or substantlallv reduce risks associated with
fluctuating exchange rates.

As of January 31, 2004, our subsidiaries outsicle the United States held approximately 24% of
our total assets. The functional currency of our foreign operations is either the U.S. dollar or the
local currency. The cumulative effect of translating balance sheet accounts from the functional
currency into the U.S. dollar at current exchange rates is included in “Accumulated and other
comprehensive income (loss)” on our consolidated balance sheets.
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Shareholders of
Elizabeth Arden, Inc. and Subsidiaries:

In our opinion, the consolidated financial statements listed in the accompanying index present
fairly, in all material respects, the financial positon of Elizabeth Arden, Inc. and its subsidiaries (the
“Company”) at January 31, 2004 and 2003, and the results of their operations and their cash flows
for each of the three years in the period ended January 31, 2004 in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management; our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America, which require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 3 to the notes to the consolidated financial statements, the Company

adopted Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible
Assets,” on February 1, 2002,

PricewaterhouseCoopers LLP

New York, New York
March 4, 2004, except as to the second paragraph
of Note 12, as to which the date is March 30, 2004




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)

ASSETS
Current Assets
Cashi and cash equivalents . ....... . ... ... ... ... ... .
Accounts receivable, met . ... .. ...
Inventories . ... ... ...
Deferred income taxes . ........... . . . ...
Prepaid expenses and otherassets .......... .. ... ... ... ...

Total current assets . . .. ...
Property and equipment, net ........... ... o

Other Assets
Exclusive brand licenses, trademarks and intangibles, net .. .... .. ...

Debt financing costs .. ........ ..
Other . ... . ..

Total otherassets ....... ... ... ... ... ... .. ...
Total assets ... ... .. e

LIABILITIES AND SHAREHOLDERS® EQUITY
Current Liabilities:
Shori-term debt . ... ... .
Accounts payable—trade . .. ... ... o
Other payables and accrued expenses ... .........................
Current portion of long-term debt . ........ ... ... . ... . L.

Total current liabilities ... ....... .. ... .. . . . . ... .. . .. ...,

Long-termdebt ... ... .. .. . .
Deferred income taxes and other . ... .. ... ... .. ... ... ... ... ...

Total long-term liabilities ............ ... ...................
Total Habilities . ...... .. .. ... .

Commitments and contingencies (see Note 10)

Convertible, redeemable preferred stock, Series D $.01 par value
(liquidation preference of $25,000 and $50,000, respectively); 1,000,000
shares authorized; 226,955 and 416,667 shares issued and outstanding,
respectively ...

Shareholders” Equity

Common stock, $.01 par value, 50,000,000 shares authorized,
24,983,094 and 18,804,057 shares issued and outstanding,
respectively ... L

Additional paid-in capital . ..... ... oo oo

Retaimed earnings ........... ... ... ... ... i

Treasury stock (123,579 and 290,299 shares at cost, respectively) .. ..

Accumulated other comprehensive income . ........ ... ... ... .. ...

Unearned deferred compensation .............. ... ... . ... ...,

Total shareholders’ equity ............. . ... . ... . ... ... ..
Total liabilities and shareholders” equity- ............ ... ... .....

As of January 31,

2004 2003

$ 89.087 $ 22,663
137,380 118,844
193,382 200,876

16,508 7,614
15,133 17,297

451,490 367,294

38,207 36,216

194,811 205,534
10,724 13,978
2,847 4,598

208,382 224,110
$698,079 $627,620

— % 2068
84,533 79,997
54,827 66,398
91,287 2,370

230,647 150,833

233,802 317,959
11,878 11,350

245,680 329,309
476,327 480,142

10,793 15,634

250 188
185,874 89,782
20638 49,688
(1,288)  (2,336)
2,214 5
(5,729)  (5,483)

210,959 131,844
$698,079 $627,620

The Accompanying Notes are an Integral Part of the Consolidated Financial Statements.




ELIZABETH ARDEN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars in thousands except per share data)

Years Ended January 31,

2004 2003 2002
Netsales ............ . i $ 814425 $§ 752,041 $ 668,097
Cost of sales (excludes depreciation of 83,363, $3,524
and $4,094, respectively, included below) ........ 478,648 444,628 422,705
- Grossprofit ... 335,777 307,413 245,392
Selling, general and administative . ............... 242,590 216,504 208,944
Depreciation and amortization ................... 20,857 22,700 - 30,585
Income from operations . ........... ... .......... 72,330 68,209 5,863
Other (expense) income
Interest expense ......... .. .. ... . ... (39,593) (43,075) (44,763)
Debt extinguishment charges . . ............... (34,808) - —
Other.............. T (5) 75 49
Other (expense) income, net . .............. (74,4006) (43,000) (44,714)
(Loss) income before income taxes ................ (2,076) 25,209 (38,851)
(Benefit from) provision for income taxes . .......... (4,112) 7,059 (9,014)
Netincome (loss) ... ... i 2,036 18,150 (29,837)
Accretion and dividend on preferred stock . ... ... .. 3,502 3,653 3,438
Accelerated accretion on converted preferred stock . .. 18,584 — —
Net (loss) income attributable to common
shareholders .. ...... ... ... ... .. ... ... .... $ (20,050) $ 14,497 $ (33,275)
(Loss) earnings per common share:
Basic ... ... $ 1.02) $ 0.82 1.92)
Diluted ......... ... $ (1.02) 8 0.78 (1.92)
Weighted average number of common shares:
Basic ... 19,581,125 17,757,469 17,308,501
Diluted ........ ... . 19,581,125 23,200,139 17,308,501

The Accompanying Notes are an Integral Part of the Consolidated Financial Statements.




g 200
O [=[e]=]s]

ELIZABETH ARDEN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(Amounts in thousands)

Additional A mer T Unearned Total
_Co_mr[]on—stocl(_ Pa;g? ilxlla Retained Treasury Comprteheernsive D]:a?':::'l:d Sharegtcﬁders’
Shares Amount Capital Earnings Stock  (Loss) Income Compensation Equity
Balance at January 31,2001 ......... 16,779 $168 $72,856 $ 68,466 $(6,613) % — $— $134,887
Issuance of Common Stock upon
conversion of 7.5% convertible
subordinated debentures ... ...... 335 3 2,407 - — - — 2,410
Issuance of Common Stock upon
exercise of stock options ... ... ... 256 3 2,130 — — — — 2,183
Issuance of Commeon Stock upon
exercise of warrants . ......... ... 1.208 12 8,276 - — — — 8.288
Accretion and Dividend on Series D
Preferred Stock ............. ... — — - (3,438) - — — (3,438)
Repurchase of Common Stock ... ... — — - — (401) — — (401)
Issuance of restricted stock, net of
forfettures .................... — — - — 473 — (473) -
Tax benefit from exercise of stock
options . ................. .. - - 190 - - - - 190
Comprehensive loss:
Net loss for theyear ............ - - - (29,837) - - - (29,837)
Foreign currency translation . . . . .. - - - - - (2.348) - (2,348)
Total comprehensive loss .......... — — - (29,837) - (2,348) - (32,185)
Balance at January 31,2002 ... ... .. 18,578 186 85,919 35,191 (6,541) (2,348) (473) 111,934
Issuance of Commeon Stock upon
exercise of stock options . ..... ... 79 1 600 — — — — 601
Issuance of Common Stock upon
exercise of warrants . .. .......... 147 1 - — — — — 1
Issuance of restricted stock, net of
forfeitures . ................... - - 3,169 - 4,365 - (7,166) 393
Amortization of unearned
deferred compensation,
net of forfeitures ............ ... - - - — — — 2,156 2,156
Repurchase of Common Stock ... ... - - - - (160) - - (160)
Accretion and Dividend on Series D
Preferred Stock ...... ... .. ..., - - - (3,653) — - - (3,653)
Tax benefit from exercise of stock
options ............. ..l — — 64 — — — — 64
Comprehensive income:
Net income for the year . ......... - —. - 18,150 - - -~ 18,150
Foreignicurrency translation . . . . .. - — — - 2,353 - 2,353
Total comprehensive income . ... ... - — 18,150 — 2,353 — 20,503

Balance at January 31,2003 ......... 18,804 188 89,782 49,688 (2,336) 5 (5,483) 131,844




ELIZABETH ARDEN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY
(Amounts in thousands)

Accumulated
Stock Additional Other Unearned Total
Common Stoc Paid-in  Retained Treasury Comprehensive  Deferred  Shareholders’

Shares Amount Capital Earnings Stock  (Less) Income Compensation Equity

Balance at January 31,2003 ........ 18,804 188 89,782 49,688 (2,336} 5 (5,483) 131,344

Issuance of Common Stock upon

exercise of stock options ... .. ... 350 4 3,130 - — ~ - 3,134
Offering of Common Stock, net of

COSTS « v e vt et e s 3,667 36 62,667 - — ~ — 62,703
Issuance of common stock for

employee stock purchase plan .. .. 45 1 552 - - — — 553
Common Stock issued to an

independent contractor ... ...... 34 - 669 — _ — — 669
Accretion and Dividend on Series D

Preferred Stock ......... ... ... — — - (3,502) — — — (3,502)

Conversion of Series D Preferred
Stock and Accelerated

Accretion ......... ... ... 2,083 21 26,906 (18.584) — — - 8.343
Issuance of restricted stock, net of '

forfeitures . ................... - — 958 — 1,710 — (2,668) -
Repurchase of Common Stock ... .. — — — — (662) — — (662)
Amortization of unearned deferred

compensation, net of forfeitures . . - — - - - - 2,422 2,422
Tax benefit from exercise of stock

OpHons . ... — - 1,210 — - - — 1,210
Comprehensive income:

Net income for the year ......... — - - 2,036 - - - 2,036 i}

Foreign currency translation . . . .. - - - - — 2,209 — 2,209 Eﬁ
Total comprehensive income . . . .. .. — - — 2,036 — 2,209 - 4,245 47

Balance at January 31, 2004 ..... ... 24,983 $250 $185,874 $ 29,638 $(1,288) $2.214 $(5,729) $210,959

The Accompanying Notes are an Integral Part of the Consolidated Financial Statements.




ELIZABETH ARDEN, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

Years Ended January 31,

2004 2003 2002
Operating activities:
Netincome (loss) .. ... ... $ 2036 $18,150 $(29,837)
Adjustments to reconcile net income (loss) to net cash provided ‘
by operating activities:
Depreciation and amortization . .. .......... ... .. ....... 20,857 22,700 30,585
Amortization of senior note offering costs and note
PIEMUUITL .« ..ottt ettt e 2.999 2,699 2,462
Amortization of unearned deferred compensation ......... 2,422 2,156 —_
Debt extinguishment charges .. ........................ 34,808 - -
Deferred income taxes .. .......... oo (7,085) 9,587 (4,006)
Tax benefit from exercise of stock options ............. .. 1,210 64 190
Provision for write down of inventory ............... ... — - 10,300
Change in assets and liabilities:
Increase in accounts receivable ........ .. ... . ... ... (18,536) (39,124) (36,627)
Decrease (increase) in inventories ...................... 7,494 (8,140) 7,461
Decrease (increase) in prepaid expenses and other assets . . . . 358 4,853  (11,386)
Increase in accounts payable ....... ... ... ... 0. 4,530 10,847 28,898
(Decrease) increase in other payables and accrued
BXPEIISES .« . v ittt e it (6,716) 3,429 12,330
Other ... o 1,418 1,399 (1,717)
Net cash provided by operating activitdes ............ 45,801 28,620 8,653
Investing activities:
Additions to property and equipment .. ..... ... o o (13,838)  (9,764)  (9,972)
Proceeds from disposals of property and equipment ........... 13 7 —
Price adjustment to trademarks acquired in Arden
ACUISTHON . ...ttt 2,460 — —
Acquisition of trademark . ... ... .. . . o o — (3,250) —
Sale of trademarks and intangibles ........... . ... ... ... .. — — 6,529
Net cash used in investing activities . .. .. ............ (11,365) (13,007)  (3,443)
Financing jactivities:
Payments on short-term debt . ...... ... o o L (2,068)  (5,632) (15,245)
Payments on long-term debt . ...... ... ... ... L (251,814)  (2,371)  (1,187)
Payments for debt financing ............ ... o oL — (2,192) -
Proceeds from the issuance of senior subordinated notes ... ... .. 219,350 — —
Proceeds from the exercise of stock options .................. 3,134 601 2,184
Proceeds from the issuance of new common stock ............. 62,703 - -
Proceeds from employee stock purchase plan .............. ... 553 — —
Proceeds from the exercise of stock purchase warrants . ...... .. - 1 3,288
Repurchase of common stock . ......... .. ... ... . ... (662) (160) (401)
Net cash provided by (used in) financing activities . . . . . 31,196 (9,753) {(6,361)
Effects of exchange rate changes on cash and cash equivalents ... ... 792 890 (631)
Net increase (decrease) in cash and cash equivalents . . ............. 66.424 6,750 (1,782)
Cash and cash equivalents at beginning of year . .............. ... 22,663 15,913 17,695
Cash and cash equivalents atend of year ... .. ... ... ... . .. $ 89,087 $22663 $ 15913
Supplemental Disclosure of Cash Flow Information:
Interest paid during the yvear .. ........ ... ... .. L. 8§ 46,167 § 40,251 $ 33,395
Income taxes paid during the year ............. ... ... ... $ 3,529 $ 1,780 § 8,853

The Accompanying Notes are an Integral Part of the Consolidated Financial Statements.




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. General Information and Summary of Significant Accounting Policies

Organization and Business Activity.  Elizabeth Arden, Inc. (the “Company”) is a manufacturer
and marketer of prestige designer fragrances, skin treatment and cosmetic products, to retailers in
the United States and approximately 90 countries internationally.

Basis of Consolidation. The consolidated financial statements include the accounts of the
Company’s wholly-owned domestic and international subsidiaries. All significant intercompany
accounts and transactons have been eliminated in consolidation.

Use of Estimates. The preparation of the consolidated financial statements in conformity with
generally accepted accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates. Significant estimates
include expected useful lives of brand licenses and trademarks and property plant and equipment,
allowances for sales returns and markdowns, allowances for doubtful accounts receivable, provisions
for inventory obsolescence, and income taxes and valuation reserves. Changes in facts and
circumstances may result in revised estimates, which are recorded in the period in which they
become known. )

Revenue Recognition. Sales are recognized when title and the risk of loss transfers to the
customer and collectibility of the resulting receivable is probable. Sales are recorded net of estimated
returns and other allowances. The provision for sales returns represents management’s estimate of
future returns based on historical and projected experience and considering current external factors
and market conditions. During fiscal 2004, 2003 and 2002, two customers accounted for an
aggregate of 21%, 21% and 19%, respectively, of the Company’s net sales.

Foreign Currency Translation. The financial statements of the Company’s non-U.S.
subsidiaries are translated in accordance with Statement of Financial Accounting Standards
(“SFAS™) No. 52, “Foreign Currency Translation” (SFAS No. 52). SFAS No. 52 distinguishes
between translation adjustments and foreign currency transactions. All assets and liabilities of
foreign subsidiaries and affiliates that do not utilize the U.S. dollar as its functional currency are
translated at year-end rates of exchange, while sales and expenses are translated at monthly
weighted average rates of exchange for the year. Unrealized translation gains or losses are reported
as foreign currency translation adjustments through other comprehensive loss or income included in
shareholders’ equity. Such adjustments resulted in a gain of $2.2 million, a gain of $2.4 million and
a loss of $2.3 million in fiscal 2004, 2003 and 2002, respectively. Gains or losses resulting from
foreign currency transactions are recorded in the foreign subsidiaries statement of operations. Such
gains (losses) totaled $3.8 million, $7.6 million and ($0.7 million) in fiscal 2004, 2003 and 2002,
respectively.

Cash and Cash Eguivalents. Cash and cash equivalents include cash and interest-bearing
deposits at banks with an original maturity date of three months or less.

Invensories. Inventories are stated at the lower of cost or market. Cost is principally
determined using the weighted average method. See Note 5.

Property and Egquipment, and Depreciation. Property and equipment are stated at cost.
Expenditures for major improvements and additions are recorded to the asset accounts, while
replacements, maintenance and repairs, which do not improve or extend the lives of the respective
assets, are charged to expense. Depreciation is provided over the esrimated useful lives of the assets
using the straight-line method. See Note 6.




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Excliusive Brand Licenses and Trademarks, and Amortization. Exclusive of intangible assets
that have indefinite useful lives that are no longer being amortized, these intangible assets are being
amortized using the straight-line method over their estimated useful lives. See Note 3 “Accounting
for Business Combinations and Goodwill and Other Intangible Assets” and Note 7.

Long-Lived and Indefinite-Lived Assets. Long-lived assets are reviewed on an ongoing basis for
impairment based on comparison of the carrving value against the undiscounted future cash flows. If
an impairment is identified, then the asset’s carrying value is adjusted to estimated fair value. No such
adjustments were recorded for any of the fiscal years ended January 31, 2004, 2003 or 2002.

Indefinite-lived intangible assets are reviewed annually during the Company’s first quarter of
each fiscal year for impairment under the provisions of SFAS No. 142, “Goodwill and Other
Intangible Assets.” The identification and measurement of impairment of goodwill and indefinite-
lived intangible assets involves the estimation of the fair value of the applicable reporting unit. The
estimates of fair value of the applicable reporting unit are based on the best information available as
of the date of the assessment, which primarily incorporate management assumptions about
discounted expected future cash flows. Future cash flows can be affected by changes in industry or
market conditions or the rate and extent to which anticipated synergies or cost savings are realized
with newly acquired entities. See Note 7.

Senior Note Offering Costs. Debt issuance costs and transaction fees, which are associated with
the issuance of senior notes, are being amortized (and charged to interest expense) over the term of
the related notes. In the period senior notes are redcemed, the unamortized debt issuance costs and
transaction fees relating to the notes being redeemed are expensed. See Note 9.

Cost of Sales. Included in cost of sales are the cost of products sold, cost of gift with purchase
items provided to customers, and warehousing, distibution and supply chain costs. The major
components of warehousing, distribution and supply chain costs include salary and related benefit
costs for employees in the warehousing, distribution and supply chain areas and facility related costs
in these areas.

Selling, General and Administrative Costs. Included in selling, general and administrative
expenses are salary and related benefit costs of our employees in the finance, information
technology, legal, human resources, sales and marketing areas, facility related costs for our
administrative functions, costs paid to consultants and third party providers for related services, and
advertising and promotion costs not paid directly to our customers.

Advertising and Promotional Costs. Advertising and promotional costs are expensed as
incurred. Advertising and promotional costs totaled approximately $200.0 million, $183.8 million
and $191.2 million during fiscal 2004, 2003 and 2002, respectively. Advertising and promotional
costs includes promotions, direct selling, co-op advertising and media placement.

Income Taxes. The provision for income taxes is the tax payable or refundable for the period
plus or minus the change during the period in deferred tax assets and liabilities and certain other
adjustments. The Company provides for deferred taxes under the liabilitcy method. Under such
method, deferred taxes are adjusted for tax rate changes as they occur. Deferred income tax assets
and habilities are computed annually for differences between the financial statements and tax bases
of assets and liabilities that will result in taxable or deductible amounts i the future based on
enacted tax laws and rates applicable to the periods in which the differences are expected to affect
taxable income. A valuation allowance is provided for deferred tax assets if it is more likely than not
that these items will either expire before the Company is able to realize their benefit, or that future
deductibility is uncertain. The Company intends to permanently reinvest its undistributed




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

international earnings to expand its international operations. Therefore, no tax has been provided to
cover the repatriation of such undistributed earnings.

Accumulated Other Comprehensive Income (Loss).  Accumulated other comprehensive income
(loss) includes, in addition to net income or net loss, unrealized gains and losses excluded from the
consolidated statements of operations and recorded directly into a separate section of shareholders’
equity on the consolidated balance sheet. These unrealized gains and losses are referred to as other
comprehensive income items. The Company’s accumulated other comprehensive income shown on
the Consolidated Balance Sheet at January 31, 2004 and 2003, respectively, consists solely of
foreign currency translation adjustments, which are not adjusted for income taxes since they relate
to indefinite investments in non-U.S. subsidiaries.

Fair Value of Financial Instruments. The Company’s financial instruments include accounts
receivable, accounts payable, short-term debt, long-term debt and convertible redeemable preferred
stock. See Notes 9 and 14 for the fair value of the Company’s debentures, senior notes and preferred
stock. The fair value of all other financial instruments was not materially different than their
carrying value as of January 31, 2004 and 2003.

(Loss) Earnings per Share. Basic (loss) earnings per share is computed by dividing the net
income (loss) attributable to common shareholders by the weighted average shares of outstanding
common stock, $.01 par value per share (“Common Stock”). The calculation of diluted earnings per
share is similar to basic earnings per share, except that the numerator excludes accretion and
dividend on convertible preferred stock and the denominator includes dilutive potential Common
Stock such as stock options, warrants and convertible securities. See Note 2.

Stock-Based Compensation. At January 31, 2004, the Company had three stock option plans,
which are more fully described in Note 15. The Company accounts for those plans under the
recognition and measurement principles prescribed by Accounting Principles Board Opinion
(“APB”) No. 25, “Accounting for Stock Issued to Employees,” and related interpretations. No
employee stock-option compensation cost is reflected in net income, as all options granted under
those plans had an exercise price equal to the market value of the underlying common stock on the
date of grant. The following table illustrates the effect on net income (loss) attributable to common
shareholders and loss (earnings) per common share if the Company had applied the fair value
recognition provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” to stock-
option compensation.

Years Ended January 31,

2004 2003 2002
(Amounts in thousands, except per share data)
Net (loss) income attributable to comrmeon shareholders,
AsTeported .. ... $(20,050) $14,497 $(33,275)
Add: Restricted stock-based employee compensation
costs, net of tax, currently included in net income . . .. 1,695 1,552 —
Less: Total stock-based employee compensation cost, net
of tax, determined under fair value-based method . . . . 6,983 6,953 4,389
Pro forma net (loss) income attributable to common
shareholders .. ............... T $(25,338) 3 9,006 $(37,664)
(Loss) earnings per common share
Basic
Asreported .. ... ... o § (1.02) § 082 8§ (1.92)
Proforma ................... ........... § (1.29) § 051 § (2.18)
Diluted
Asrteported ... ... ... $ (1.02) § 078 3 (1.92)
Proforma .................0... ... .. ..... $ (1.29) $ 051 % (2.18)

($28 OO0
[ 30000




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Reclasstfications.  To conform to the fiscal 2004 presentation, certain reclassifications were
made to the prior years’ Consolidated Financial Statements and the accompanying footnotes.

2. (Loss) Earnings Per Share

Basic (loss) earnings per share is computed by dividing the net income (loss) attributable to
common shareholders by the weighted average shares of outstanding Common Stock. The
calculation of diluted earnings per share is similar to basic earnings per share except that the
denominator includes potentially dilutive Common Stock such as stock options, warrants and
convertible securities. In addition, for the diluted income per share calculation, the imputed
preferred! dividend and accretion is added back to net income. Diluted loss per share equals basic
loss per share for fiscal 2004 and January 31, 2002, as the assumed conversion of convertible
securities and the assumed exercise of outstanding options and warrants would have an anti-dilutive
effect. The following table represents the computaticn of (loss) earnings share:

Years Ended January 31,

2004 2003 2002
(Amounts in thousands, except per share data)
Basic
Net (loss) income attributable to common shareholders ... .. $(20,050) $14,497 $(33,275)
Weighted average shares outstanding ... ............ .. ... 19,581 17,757 17,309
Net (loss) earnings per basic share ............... ... ..., $ (1.02) § 082 § (1.92)
Diluted
Net (loss) income attributable to common shareholders .. . .. $(20,050) $14,497 $(33.275)
Accretion and dividend on Series D Convertible Preferred
Stock not converted during the period .......... ... .. .. — 3,053 —
Net (loss) income, as adjusted . .. ............ ... ... .... $(20,050) $18,150 $(33.275)
Weighted average basic shares outstanding ............. .. 19.581 17,757 17,309
Potential common shares - treasury method .......... ..., - 1,276 -
Series D Convertible Preferred Stock .................... — 4,167 —
Weighted average shares and potential dilutive shares ... ... 19,581 23,200 17,309
Net (loss) income per diluted share ..................... $ (1.02) § 078 § (1.92)

For the fiscal vear ended January 31, 2004, the calculation of diluted earnings per share
excludes (a) 1.859 million potential common shares under the treasury method; (b) 3.602 million
shares of the Company’s Series D Convertible Preferred Stock, $.01 par value (“Series D Convertible
Preferred Stock™) assumed to be converted as of the beginning of the fiscal year; and (c) 18,621
shares of Series D Convertible Preferred Stock that were received as a dividend and are convertible
into 186,210 shares of Common Stock in the denominator and an add-back of $3.502 million to net
mcome atitributable to common shareholders related to non-accelerated accretion and dividends on
the Series D Convertible Preferred Stock, and $18.584 million for the accelerated accretion charge
associated with the conversion of certain Series D Convertible Preferred Stock, as such deductions
and add-backs would have had an anti-dilutive effect on the calculation of diluted earnings per
share.
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The following table shows the options to purchase shares of Common Stock that were
outstanding during the fiscal years ended January 31, 2004, 2003 and 2002, but were not included
in the computation of (loss) earnings per diluted share because the option exercise price was greater
than the average market price of the common shares:

Years Ended January 31,

2004 2003 2002
Number of shares . ....................... 229,000 1,959,000 117,000

Range of exercise price .. ....... ... ... ..... $16.38—20.64 $12.50—20.64 $18.16—20.64

3. Recently Adopted Accounting Standards
Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and Equity

In May 2003, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 150,
“Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and Equity”
(“SFAS 1507). SFAS 150 establishes standards for how an issuer classifies and measures certain
financial instruments with characteristics of both liabilities and equity in its statement of financial
position. It requires that an issuer classify a financial instrument that is within its scope as a
liability, because the financial instrument embodies an obligation of the issuer. SFAS 150 became
effective for the Company in the third quarter ended October 25, 2003. The adoption of this
standard did not materially impact the Company’s consolidated financial statements.

Accounting for Certain Sales Incentives

Effective February 1, 2002, the Company adopted Emerging Issues Task Force (“EITF”) No.
01-09, “Accounting for Consideration Given by a Vendor to a Customer,” which codified and
reconciled EITF No. 00-14, “Accounting for Certain Sales Incentives.” EITF No. 00-14 provides
guidance on accounting for discounts, coupons, rebates and free products, as well as the income
statement classification of these discounts, coupons, rebates and free products. Upon adoption of this
pronouncement, the Company classified gift-with-purchase activities, which were previously
reported as selling, general and administrative expenses, as cost of sales. Certain amounts in the
Consolidated Statement of Operations for the year ended January 31, 2002 were reclassified to
reflect the adoption of EITF No. 01-09. The adoption of EITF No. 01-09 on this issue had no
impact on operating income; however, for the year ended January 31, 2002, gross profit decreased
by approximately $37.6 million, offset by an equal decrease in selling, general and administrative
expenses.

EITF No. 01-09 also codified and reconciled EITF No. 00-25, “Accounting for Consideration
from a Vendor to a Retailer in Connection with the Purchase or Promotion of the Vendor’s
Products.” EITF No. 00-25 provides guidance on the income statement classification of
consideration from a vendor to a retailer in connection with the retailer’s purchase of the vendor’s
products or to promote sales of the vendor’s products. Upon adeption of this pronouncement, the
Company classified amounts paid to retailers for co-op advertising and beauty consultant expenses
as a reduction of net sales. These costs were previously reported within selling, general and
administrative expenses. Certain amounts in the Consolidated Statement of Operations for the year
ended January 31, 2002 were reclassified to reflect the adoption of EITF No. 01-09. The adoption of
EITF No. 01-09 had no impact on operating income; however, for the year ended January 31, 2002,
gross profit decreased by approximately $63.4 million, offset by an equal decrease in selling, general
and administrative expenses.
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Accounting for Business Combinations and Goodwill and Other Intangible Assets

Effective February 1, 2002, the Company acopted SFAS No. 141, “Business Combinations”
and SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 1417 and “SFAS No. 142,”
respectively). These standards establish financial accounting and reporting standards for acquired
goodwill’ and other intangible assets. Specifically, the standards address how acquired intangible
assets should be accounted for, both at the time of acquisition and after they have been recognized
in the financial statements. The provisions of SFAS No. 141 apply to all business combinations
initiated after June 30, 2001. In accordance with SFAS No. 142, intangible assets, including
goodwill, must be evaluated for impairment. Those intangible assets that will continue to be
classified as goodwill or as other intangibles with indefinite lives are no longer amortized.

The Company’s intangible assets generally consist of exclusive brand licenses and trademarks.
The Company does not carry any goodwill. The Company evaluated which of its intangible assets
were considered to have indefinite lives and determined that the Elizabeth Arden trademarks have
indefinite useful lives as cash flows are expected to be generated indefinitely. Thus, the Company
ceased amortizing these trademarks on February 1, 2002. In accordance with SFAS No. 142, the
Company completed its transitional impairment testing of this asset. That effort and assessments of
the Elizabeth Arden trademarks during each subsecuent fiscal vear reported with the assistance of a
third party valuation firm indicated that no impairment adjustment was required upon adoption of
this pronouncement and during each of the fiscal vears reported. The following table presents pro
forma net loss and loss per share data during the fiscal year ended January 31, 2002, had SFAS No.
142 been adopted at the beginning of that fiscal year.

Year Ended
January 31, 2002

(Amoints in thousands, except per share data)

Reported net loss attributable to common shareholders .. ........ L $(33,275)
Elizabeth Arden trademarks amortization, net of tax ................. 5,215
Adjusted net loss attributable to common shareholders . .. ...... ... ... (28,060)
Accretion and dividend on preferred stock and other ........... ... ... 3,438
Netloss,asadjusted ... ... ... ... ... . . .. 5(24,622)
Net loss per common share:
Basic
Asreported .. ... $ (1.92)
Proforma ..... ... . . $ (1.62)
Diluted
Asreported .. ... .. 3 (1.92)
Proforma ... ... .. $ (1.62)

Accounting for Stock-Based Compensation

In December 2002, the FASB issued Financial Accounting Statement No. 148 (SFAS No. 148),
“Accounting for Stock-Based Compensation —Transition and Disclosure—an Amendment of FASB
Statement No. 123.” This Statement amends SFAS No. 123, “Accounting for Stock-Based
Compensation,” to provide alternative methods of transition for a voluntary change to the fair
market value based method of accounting for stock-based employee compensation. In addition, this
statement amends the disclosure requirements of SFAS No. 123 to require prominent disclosures in
both annual and interim financial statements about the method of accounting for stock-based
employee compensation and the effect of the method used on reported results. As of January 31,
2004, the Company elected not to make a change to the fair market value-based method of
accounting for stock-based compensation. However, the Company did adopt the disclosure
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provisions of SFAS No. 148. See Note 1. The Company will continue to account for employee stock
options under the intrinsic value method pursuant to APB No. 25, “Accounting for Stock Issued to

Employees” and related interpretations, under which no compensation costs are required to be
recognized for the periods presented.

Consolidation of Variable Interest Entities

In January 2003, FASB Interpretation No. 46, “Consolidation of Variable Interest Entities”

(“FIN 46”) was issued. FIN 46 provides guidance on consolidating variable interest entities and
applies immediately to variable interests created after January 31, 2003. In December 2003, the
FASB revised and superseded FIN 46 with the issuance of FIN 46R in order to address certain
implementation issues that will be adopted the first reporting period ending after March 15, 2004.
The interpretation requires variable interest entities to be consolidated if the equity investment at
risk is not sufficient to permit an entity to finance its activities without support from other parties or
the equity investors lack certain specified characteristics. The Company does not anticipate the
adoption will materially impact the Company’s consolidated results of operations and financial
position. The effect of the adoption of FIN 46 was immaterial to the Company’s consolidated
financial statements.

4. Accounts Receivable, Net

The following table details the provisions and allowances established for potential losses from |

accounts receivable and estimated sales returns in the normal course of business.

Years Ended January 31,

2004 2003 2002
(Amounts in thousands)
Allowance for Bad Debt:
Beginning balance . . ........... ..o o 000 $ 3,093 $ 2393 $ 089
Provision ......... .. ... .. .. ... ... 3,962 3,977 3,086
Write offs, net of recoveries ................... (3,213)  (3,277)  (1,682)
Ending balance . .......... ... . ... . ... $ 3,842 $ 3,093 § 2,393
Allowance for Sales Returns:
Beginning balance .. ............ .. o oo oL $ 13,093 $16,575 $ 2,032
Provision ............... i 35,353 48,756 44,948
Actualreturns ............. .. .. ... ... ... (39,896) (52,238) (30,405)
Ending balance ............ ... . ... .. ... $ 8,550 $ 13,093 $ 16,575

5. Inventories

The components of inventory were as follows:

January 31,

2004 2003
(Amounts in thousands)
Rawmaterials .. ... .. ... . . 8 35,268 § 35,500
Work in progress ............ 19.916 19,792
Finished goods . ........ ... ... ... 138,198 145,584

Totals ....... P $193,382 $200,876
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6. Property and Equipment

Property and equipment is comprised of the following:

January 31,

Estimated

2004 2003 Life
(Amounts in thousands)
Land . ... . $ 2942 § 2929 —
Building ........... ... .. ..o 5,635 5,606 40
Building improvements .............. .. ... . ... ... 8,743 8,713 20—40
Fumniture and fixtures ... ...... ... ... .. 3,357 3,241 8—14
Machinery, equipment and vehicles ................. 7,610 7,841 3-14
Computer equipment and software ... ............... 12,536 10,525 3-5
Counters and trade fixtures . . ...................... 21,769 16,651 3
Toolsandmolds ........... ... ... ... ......... 7,902 7,987 1-3

70,494 63,493
Less accumulated depreciation .. ................. .. (36,131) (28,964)

34,363 34,529
Projects in progress . ........ .. ... ... .. 3,844 1,687
Property and equipment, net . ..................... $ 38,207 $ 36,216

Depreciation expense for the fiscal years ended January 31, 2004, 2003 and 2002 was $11.8
million, $11.8 million and $13.3 million, respectively.

7. Exclusive Brand Licenses, Trademarks and Intangibles, Net

The following summarizes the cost basis amortization and weighted average estimated life
associated with the Company’s intangible assets:

Weighted Weighted
Average Average
January 31, Estimated January 31, Estimaied
2004 Life 2003 Life
(Amounts in thousands)
Arden brand trademarks ... ... ... ... ... $129.094 Indefinite $130,859 Indefinite
Exclusive brand licenses and related trademarks . . . 64,026 19 64,614 19
Exclusive brand trademarks . .................. 39,443 3 43,595 8
Other intangibles . ........................ ... 15,327 15 24,961 -8
Exclusive brand licenses, trademarks and
intangibles, gross .. ...... ... ... oL 247.390 13 264,029 11
Accumulated amortization:
Arden brand trademarks . ... ... . . 0L (6,679) (6,679)
Exclissive brand licenses and related
trademarks .. ... ... o oo (16,028) (12,816)
Exclusive brand trademarks ............... (22,620) (22,874)
Other intangibles .. ...................... (7,752) (16,126)
Exclusive brand licenses, trademarks and
intangibles, met .......... ... . L. $194,811 $205.,534

During the fiscal year ended January 31, 2004, an adjustment to the purchase price for the
Elizabeth Arden business of approximately $2.5 million 'was recorded after the Company reached a
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final settlement of the purchase price with the seller. The adjustment reduced the values ascribed to
the Elizabeth Arden trademarks and exclusive brand licenses acquired by approximately $1.8
million and $0.7 million, respectively, with a corresponding decrease in accrued liabilities.

The decrease in the gross exclusive brand licenses, trademarks and intangibles resulted from the
Company’s write-off of approximately $4.8 million of fully amortized exclusive brand trademarks
and approximately $9.6 million of fully amortized other intangibles.

During the year ended January 31, 2003, the Company acquired for $3.3 million the worldwide
trademark rights for a prestige fragrance line it had been marketing in the United States under a
license agreement. During the vear ended January 31, 2002, the Company sold certain trademarks
and intangibles in Colombia for $6.5 million. There was no gain or loss on the transaction.

Amortization expense for the fiscal vears ended January 31, 2004, 2003 and 2002 was $9.0
million, $10.9 million and $17.3 million, respectively. Based on the asset lives in effect at February
2004, the amortization expense for fiscal years 2005, 2006, 2007, 2008 and 2009 is expected to be
$8.5 million, $8.5 million, $8.4 million, $5.9 million and $5.3 million, respectively.

8. Short-Term Debt

The Company has a revolving credit facility with a syndicate of banks, for which JP Morgan
Chase Bank is the administrative agent, that provides for borrowings on a revolving basis of up to
$200 million with a $25 million sublimit for letters of credit (the “Credit Facility”). The Credit
Facility matures in January 2006 and is guaranteed by all of the Company’s U.S. subsidiaries.
Borrowings under the Credit Facility are hlmted to 85% of eligible accounts receivable and 75%
(65% from November through Apnl) of eligible finished goods inventory and are collateralized by a
first priority lien on all of the Company’s L S. accounts 1ecelvable and inventory. The Company $
obligations under the Credit Facility rank pari passu, or equal in right of payment, with the
Company’s remaining 11%4% Senior Secured Notes due 2011.

The Credit Facility has only one financial maintenance covenant, which is a fixed charge
coverage ratio that must be maintained at not less than 1.1 to 1 if average borrowing availability
declines to less than $50 million. No financial maintenance covenant was applicable for any fiscal
quarter during the fiscal vear ended January 31, 2004. The Credit Facility prohibits the payment of
dividends on the Company’s Common Stock and other distributions to common shareholders and
restricts the Company from incurring additional non-trade indebtedness, except that the Company is
permitted to repurchase up to $2 million of Common Stock.

Borrowings under the revolving credit portion of the Credit Facility bear interest at a floating
rate based on the “Applicable Margin,” which is determined by reference to a specific financial ratio.
At the Company’s option, the Applicable Margin may be applied to either the LIBOR or the prime
rate. The Company entered into an amendment to the Credit Facility effective February 25, 2004 to
reduce the interest rates charged on LIBOR loans and base rate loans. The amendment changed the
reference ratio for determining the Applicable Margin from a consolidated debt to EBITDA (earnings
before interest, taxes, depreciation and amortization) ratio to a fixed charge coverage ratio. As a
result of the amendment, the Applicable Margin was decreased to a range of 2.00% w0 2.75% from a
range of 2.25% to 3.00% for LIBOR loans and to a range of 0.25% to 1.00% from a range of 0.5%
to 1.25% for prime rate borrowings. As of January 31, 2004, the Applicable Margin was 2.75% for
LIBOR loans and 1.00% for prime rate loans. At February 29, 2004, the Applicable Margin was
2.25% for LIBOR loans and 0.50% for prime rate loans. The commitment fee on the unused portion
of the Credit Facility ranges from 0.25% to 0.5% per vear.
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As of January 31, 2004, the Company had no borrowings outstanding under the Credit Facility
and letters of credit of $0.1 million outstanding, as compared with a balance of $2.1 million and
letters of credit of $0.3 million outstanding as of January 31, 2003. As of January 31, 2004, the
availability under the Credit Facility, based upon eligible receivables and inventories, was
approximately $129.5 million. The Company used a portion of the proceeds from the sale of its
7%:% Senior Subordinated Notes due 2014 completed on January 13, 2004 to temporarily pay
down borrowings under the Credit Facility and then called for redemption its remaining 10%8%

Senior Notes, which were redeemed on Febfuary 12, 2004. See Note 9.

9. Long-Term Debt
The Company’s long-term debt consisted of the following:

N January 31,
2004 2003

(Amounts in thousands)

103%28% Senior Notes due May 2007 ...... ... ... ... ... ... ... $ 84,285 $150,977
11%4% Senior Secured Notes due May 2011 ............... ... 8,802 160,000
7%4% Senior Subordinated Notes due January 2014 . ....... .. .. 225,000 —
8.5% Subordinated Debenture due May 2004 . ........ ... ... .. 2,167 4,314
8.84% Miami Lakes Facility Mortgage Note due July 2004 . ... ... 4,835 5,038
JTotal oo 325,089 320,329
Less: Current portion of long-term debt .. ................. ... 91,287 2,370
Total long-term debt ...... .. ... ... . i $233,802 $317.,959

Senior Subordinated Notes. On January 13, 2004, the Company completed the sale of $225
million aggregate principal amount of 7%:% Senior Subordinated Notes due 2014 (“7%4% Senior
Subordinated Notes”). The 7%:% Senior Subordinated Notes are guaranteed by the Company’s
subsidiaries DF Enterprises, Inc., FD Management, Inc., Elizabeth Arden International Holding,
Inc., Elizabeth Arden (Financing), Inc., RDEN Management, Inc. and Elizabeth Arden Travel Retail,
Inc. The net proceeds of approximately $219.4 million were used to redeem $95.2 million principal
amount of its outstanding 11%4% Senior Notes and $104.3 million principal amount of its 1038%
Senior Notes, of which $20.0 million principal amount were redeemed in January 2004 and $84.3
million principal amount were redeemed in February 2004. Pending the closing of the redemption of
the $84.3 million 10%8% Senior Notes, the Company used the proceeds received from the sale of its
7%3% Senior Subordinated Notes to temporarily pay down borrowings under the Credit Facility and
to investiin short-term securities.

In January 2001, the Company issued $160 million aggregate principal amount of 11%:%
Senior Secured Notes due 2011 (“11%4% Senior Notes”). The 11%4% Senior Notes are guaranteed
by the Company’s subsidiaries DF Enterprises, Inc., FD Management, Inc., Elizabeth Arden
International Holding, Inc. and Elizabeth Arden (Zug) GmbH. The net proceeds of this offering
were used to pay a portion of the purchase price for the acquisition of the Elizabeth Arden business
(the “Arden Acquisition”). On November 21, 2003, the Company repurchased $56 million
aggregate principal amount of 1134% Senior Notes, with a portion of the net proceeds received from
the public offering of Common Stock, which was completed in October 2003. The redemption price
was 111.75% of the principal amount, plus accrued interest. See Note 14.

On December 24, 2003, the Company commenced a tender offer and consent solicitation for the
remaining $104 million aggregate principal amount of 11%4% Senior Notes which were outstanding.
The Company received tenders from holders representing $95.2 million of its 11%4% Senior Notes
and the requisite consents to eliminate substantially all of the restrictive covenants and related
events of default and to release all of the collateral securing the 11%2% Senior Notes. On
January 13, 2004, the Company repurchased 395.2 million aggregate principal amount of 11%4%

- |
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Senior Notes. The redemption price was 120% of the principal amount, plus accrued interest. The
tender offer expired in January 2004. At January 31, 2004, $8.8 million principal amount of 11%4%
Senior Notes remained outstanding.

The indentures pursuant to which the 11%4% Senior Notes and the 7%4% Senior Subordinated
Notes were issued (the “Indentures”) provide that such notes will be senior and senior subordinated
obligations, respectively, of the Company. The 11%4% Senior Notes rank senior in right of payment
to all existing and future subordinated indebtedness of the Company and pari passu in right of
payment with all existing and future senior indebtedness of the Company, including indebtedness
under the Credit Facility. The 7%4% Senior Subordinated Notes rank junior to all existing and
future senior indebtedness of the Company, including indebtedness under the Credit Facility and the
11%4% Senior Notes and pari passu in right of payment to all senior subordinated indebtedness of
the Company. The Indentures generally permit the Company (subject to the satisfaction of a fixed
charge coverage ratio and, in certain cases, also a net income test) to incur additional indebtedness,
pay dividends, purchase or redeem capital stock of the Company, or redeem subordinated
indebtedness. The Indentures generally limit the ability of the Company to create liens, merge or
transfer or sell assets. The Indentures also provide that the holders of the 1132% Senior Notes and
the 7%:% Senior Subordinated Notes have the option to require the Company to repurchase their
notes in the event of a change of control in the Company (as defined in the Indentures).

In April 1998, the Company issued $40 million principal amount of 10%8% Series C Senior
Notes due 2007 (the “10%8% Series C Senior Notes”) which were -exchanged for an equivalent
principal amount of 10%8% Series D Senior Notes (the “1038% Series D Senior Notes”) containing
identical terms to the 10%8% Series C Senior Notes but without restrictions on transferability. The
10%3% Series C Senior Notes were sold at 106.5% of their principal amount and had substantially
similar terms to the Company’s existing 10%8% Series B Senior Notes. The 10%8% Series C Senior
Notes were recorded net of a premium of $2.6 million. The premium was being amortized over the
life of the notes using the effective interest method. For the fiscal years ended 2004, 2003 and 2002,
the Company has amortized approximately $0.3 million per vear. During the fiscal vear ended
January 31, 2004, the Company redeemed the remaining $37.6 million 10%8% Series D Senior
Notes on March 3, 2003, October 24, 2003 and December 17, 2003 and wrote-off the remaining
unamortized premiums.

In May 1997, the Company issued $115 million principal amount of 10%8% Series A Senior
Notes due 2007 (“10%¥8% Series A Senior Notes”), which were exchanged for an equivalent principal
amount of 10%8% Series B Senior Notes due 2007 (the “10%8% Series B Senior Notes™”) containing
identical terms to the 10%8% Series A Senior Notes but without restrictions on transferability.
During the fiscal year ended January 31, 2004, the Company redeemed $27.7 million of its 103/8%
Series B Senior Notes on March 3, 2003, December 17, 2003, and January 23, 2004. On January
13, 2004, the Company called for redemption all of its remaining 1038% Series B Senior Notes. An
aggregate of $84.3 million aggregate principal amount of 10%8% Series B Senior Notes were
redeemed on February 12, 2004. As a result of the redemprion, the Company will incur in the first
quarter ended May 1, 2004 a charge of approximately $3.8 million, comprised of the call premium
of $2.9 million and approximately $0.9 million for the non-cash write-off of unamortized debt issue
Ccosts.
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The following table lists all redemptions of 11%4% Senior Notes (and associated warrants) and
10%8% Senior Notes during fiscal 2004 and the related financial statement effect.

(Amounts in thousands)

Excess of
Carrying
Call Write-Off Value Over Total
Redemption Debt Redemption Principal Premium  of Offering Principal (Gain)
Date Instrument Price Repurchased (Discount) Costs Repurchased Loss®
03/03/03 10%5% 97% $ 2750 S (82) $ 41 8 — § (41)
03/03/03 10%:% 97.25-975% 2,500 (68) 37 (51) (82)
10/24/03 10%8% 103.458% 20,000 692 252 (654) 290
11/21/03 11%% 111.75% 56,000 6,580 2,101 — 8,681
12/17/03 10%:% 103.458% 15,075 521 179 (453) 247
12/17/03 10%8% 103.458% 4,925 170 58 — 228
01/13/04 1134% 120.0% 95,198 19,040 3,513 — 22,553
01/13/04 Warrants? — % — — 2,007 — 2,007
01/23/04 1038% 103.458% 20,000 692 233 — 925

$216,448 $27,545  $8,421 $(1,158) $34,808

(1) Loss refers to debt extinguishment charges in the Company’s Consolidated Statements of
Operations.

(2) The warrants were issued to the underwriters of the 11%2% Senior Notes and were written off
in a proportionate amount to the 11%4% Senior Notes redeemed. See Note 14.

In January 2003, the Company repurchased $5.5 million of 1038% Series D Senior Notes in the
open market, $2.4 million of which were 10%8% Series D Senior Notes and $3 million which were
10%8% Series B Senior Notes. The repurchases were settled in February 2003. At January 31, 2003,
the payable amount pending settlement was included in other payables and accrued expenses on the
balance sheet.

7.5% Subordinated Convertible Debentures. In July 1996, the Company issued 7.5%
Subordinated Convertible Debentures due 2006 (“7.5% Convertible Debentures”). These debentures
were convertible into shares of Common Stock of the Company at 87.20 per share. The Company
could redeem the 7.5% Convertible Debentures when the Common Stock traded above $14.40 for
20 consecutive trading days. In April 2001, the Company issued a redemption notice for the
outstanding 7.5% Convertible Debentures. All debenture holders converted their debentures into
Common Stock prior to the redemption date.

At January 31, 2004 and 2003, the estimated fair value of the Company’s subordinated
debentures and senior and senior subordinated notes using available market information and
interest rates was as follows:

January 31,
2004 2003
(Amounts in thousands)
11%2% Senior Secured Notes . .......... ... .. ... on... 8 10,562 $167,200
10%8% Senior Notes .. ... ... i 3 87,235 $144,675
8.5% Subordinated Debenture ... ......... . ... ... ... ..... $ 2,167 $ 4,314

7%4% Senior Subordinated Notes .. .......... ............... $230,625 $ —
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The scheduled maturities and redemptions of long-term debt at January 31, 2004 were as
follows:

{Amounts in thousands)

Fiscal Year Ended January 31, Amount
D005 . oo $ 91,287
2000 . . —
200 -
2008 . . -
2000 L —
After 2000 Lo 233,802
Total .o o $325,089

10. Commitments and Contingencies

Consolidation of Distribution Facilities. In November 2003, the Company announced that it
would consolidate its U.S. distribution operations- into a single distribution facility in Roanoke,
Virginia by March 2004. The Roanoke facility was expanded in fiscal 2004 to approximately
400,000 square feet in order to accommodate the consolidated distribution activities. Accordingly,
the Company ceased conducting distribution activities from the Miami Lakes facility at the end of
January 2004 and is planning to sell the facility. The Company will continue to use the corporate
offices located in the Miami Lakes facility until the facility is sold and then it will move its corporate
offices to another location in the area. In connection with the consolidation, the U.S. workforce was
reduced by approximately 10%. The Company incurred and expensed approximately $2.3 million of
restructuring costs in the fourth quarter ended January 31, 2004 and approximately $1.5 million is
expected to be incurred in the first half of fiscal 2005 related to costs associated with the
consolidation, including severance pay, outplacement services, and emplovee benefit costs for
severed employees.

The Company has lease agreements for all of the real property it uses, other than the facility it
owns in Miami Lakes, Florida that serves as its corporate offices and was also a distribution center,
and a small manufacturing facility in South Africa. The Company’s leased office facilities are
located in Stamford, Connecticut and New York, New York in the United States and Australia,
Austria, Canada, Denmark, Italy, New Zealand, Puerto Rico, Singapore, South Africa, South Korea,
Spain, Switzerland and the United Kingdom internationally. The Company also has leased
distribution facilities in Roanoke, Virginia and Puerto Rico. The Company’s rent expense for
operating leases for the fiscal years ended January 31, 2004, 2003 and 2002 was $10.9 million,
$8.0 million, and $7.4 million respectively. The Company’s rent expense includes the recognition of
step rent provisions, lease concessions and escalation clauses on a straight-line basis over the lease
term. The Company also leases distribution equipment, office and computer equipment, and
vehicles.
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The Company’s aggregate minimum lease payments under its operating and capital leases,
purchase obligations and commitments under other long-term contractual obligations (other than
long-term debt) at January 31, 2004, are as follows:

{Amounts in thousands)

Fiscal Year Ended January 31, Amount
200500 $113.,812
2006 . 29,431
2007 23,827
2008 . 11,797
D009 . . .\ 6,574
and thereafter .. ... ... .. . .. .. . ... 23,240
Total . oo oo $208,681

(1) Includes purchase commitments for inventory of $62.9 million.

Purchase obligations and commitments under long-term contractual obligations consist of
purchase commitments for finished goods, raw rnaterials, components, advertising, insurance,
promotional items, and services pursuant to legally binding obligations but does not include
obligations subject to variable price provisions.

The Company has agreements to incur promotional and advertising expenses, which are
sometimes fixed commitments and sometimes based on net sales for licensed brands. The company
has commlitments to incur promotional and advertising expenses and minimum royalty guarantees in
an aggregate amount of $33.5 million during the fiscal years ended January 31, 2005 through 2009,
which are not included in the above table.

In December 2000, the Company was named in a lawsuit by a Canadian customer of Unilever
who alleges that Unilever breached obligations owed to the plaintiff and that the Company
interfered with the contractual relationship. The plaintiff currently seeks compensatory damages of
Canadian I$55 million (approximately US$41 million at January 31, 2004), against each of Unilever
and the Company plus punitive damages of Canadian $35 million (approximately US$26 million at
January 31, 2004). Management believes that the Company would be entitled to indemnification
from Unilever under the agreement to acquire the Elizabeth Arden business to the extent the
Company incurs losses as a result of actons by Unilever. Management believes the claims as to the
Company lack merit, and the Company is vigorously contesting the matter.

The Company is also a party to a number of other legal actions, proceedings or claims. While
any action, proceeding or claim contains an element of uncertainty, management of the Company
believes that the outcome of such actions, proceedings or claims will not have a material adverse
effect on the Company’s business, financial position, results of operations or cash flows.
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11. Income Taxes

(Lioss) income before income taxes consisted of the following for the years ended January 31,

2004, 2003 and 2002.

Years Ended January 31,

2004 2003 2002
(Amounts in thousands)
(Loss) income before income taxes
Domestic .. ..o ovv $(25,831) $ 7,001 $(29,485)
Foreign ... ... ... ... .. .. . .. .. 23,755 18,208 (9,366)
Total (loss) income before income taxes . ............. $ (2,076) $25,209 $(38,851)

The components of the (benefit from) provision for income taxes for the years ended January
31, 2004, 2003 and 2002 are as follows:

Years Ended January 31,

2004 2003 2002
(Amounts in thousands)
Current income taxes:
Federal . ... ... ... ... ... . . $  (17) $(4,361) $(6,432)
STATE et (3) 144 —
Foreign ..... ... .. .. . . 2.993 1,689 1,424
Total current ............... ... ... ... ..... 2,973  (2,528) (5,008)
Deferred income taxes:
Federal ...... .. ... ... .. . ... ... .. ... ... ... ... $(8,031) $ 7,287 $(2,732)
StATE . ot e (1,161) 1,433  (1,015)
Foreign ... ... . ... 2,107 867 (259)
Total deferred ............ .. ... .. .. ... ..., (7,085) 9,587  (4,0006)
Total ... . $(4,112) $ 7,059 $(9,014)

At January 31, 2004, applicable United States federal income taxes and foreign withholding
taxes had not been provided for on approximately $34 million of accumulated earnings of foreign
subsidiaries that are expected to be permanently reinvested.

The total income tax (benefit) provision differs from the amount obtained by applying the
statutory federal income tax to (loss) income before income taxes as follows:

Years Ended January 31,

2004 2003 2002
Amount  Rate Amount Rate Amount  Rate

(Amounts in thousands, except percentages)
(Loss) income at statutory rates .... $ (727) 35.0% $ 8,823 35.0% $(13,598) 35.0%
State taxes, net of federal benefit . .. (7157) 36.4 1,025 4.1 (660) 1.7
Tax on forelﬂn earnings at different

rates from statutory rates .. ... ... (3,057) 147.3 (1,588) (6.3) 4,443 (11.4)
Change in U.S. and foreign valuation

allowance .................... 306 (14.7) (830) (3.3) — —
Other .. ... ... o L 123 (5.9) (371) (1.5) 301 (2.1)

Total . oo oo $(4,112)198.1% $ 7,059 28.0% $ (9,014) 23.2%
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for tax
purposes plus operating loss carryforwards. The rax effects of significant items comprising the
Company’s net deferred tax assets and liabilities are as follows:

January 31,
2004 2003
(Amodunts in thousands)
Deferred tax assets:
Accrued eXPenses . ... $ 3,814 § 4,796
Net operating loss carryforwards, alternative minimum tax
Credit . oo 16,353 4,420
Inventory . ... ... 4,432 5,608
Other ... 222 350
Gross deferred tax assets . ......... .. ..., 24,821 15,174
Deferred tax liabilities:
Accountsreceivable ... ... . o o (978)  (2,190)
Property and equipment ........... ... ... . ... .. (1,847)  (1,710)
Intangible assets ........ .. ... .. . oo (12,222) (10,682)
Other ... .. .. (2,022)  (1,441)
Gross deferred tax liabilities ............. ... ... ..... (17,069) (16,023)
Valuation allowances . .......... ... ... ... (552) (246)
Total net deferred tax (liabilities) assets ... ............ $ 7,200 $ (1,095)

The following table represents the classification of the Company’s net deferred tax assets and
liabilities:

January 31,
2004 2003
(Amounts in thousands)
Current net deferred tax assets ... .. ... ... $16,508 $ 7,614
Non-current net deferred tax liabilities ................. ... ... .. (9,308) (8,709)
Total net deferred tax assets (labilities) .................... $ 7.200 $(1,095)

At January 31, 2004, the Company had United States federal net operating loss carryforwards
of approximately $29 million that will begin to expire on January 31, 2023. The Company
generated state and local net operating loss carrvforwards of approximately $51 million that will
begin to expire on January 31, 2010. The Company believes that it will generate sufficient taxable -
income to realize the net operating loss carryforwards before they expire. In addition, the Company
had acquired United States federal net operating loss carryforwards of approximately $5 million that
will begin tto expire on January 31, 2007. Due to certain limitations in the Internal Revenue Code the
Company believes that it is more likely than not that it will not be able to utilize a portion of these
acquired net operating losses, therefore, the Company has recorded a valuation allowance of
approximately $0.3 million related to these federal net operating loss carryforwards.

At January 31, 2004, the Company had foreign net operating loss carryforwards of
approximately $12.6 million that will expire beginning in January 31, 2009. The Company’s ability
to use these foreign net operating loss carryforwards is dependent on generating sufficient future
taxable income prior to their expiration. However, due to the Company’s limited operating history in
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certain foreign jurisdictions and the uncertainty of achieving sufficient profits to utilize foreign net
operating loss carryforwards in these jurisdictions, as of January 31, 2004, the Company has
recorded a valuation allowance of approximately $0.3 million related to these foreign net operating
loss carryforwards.

12. Related Party Transactions

In. March 2002, the Company provided a loan to its current chairman and chief executive
officer in the principal amount of $0.5 million (the “Note™), which matured on March 31, 2004 and
bore interest at an annual rate of 5%. This loan replaced earlier loans made by the Company to its
chairman and chief executive officer during the fiscal year ended January 31, 1999. In July 2002,
the chairman and chief executive officer repald to the Company $0.1 million of the principal amount
of the Note.

The outstanding loan balance of $0.4 million plus accrued interest was repaid by the due date
of March 31, 2004.
13. Supplemental Schedule of Non-Cash Financing and Investing Activities

Years Ended January 31,
2004 2003 2002

{Amounts in thousands)

Accretion and dividend on Series D convertible preferred stock ... ... .. § 3,502 $3,653 $3,438
Conversion of Series D convertible preferred stock (See Note 14) ... ...
Accelerated accretion on converted preferred stock ....... ... ... .. 18,584 — —
Conversion to common stock .. ............ . 6,416 — —
Accreted dividends not paid on convertible preferred stock .. ... .. .. 1,927 — —
Conversion of Series D convertible preferred stock ........... ... 8,343 - —
Issuance of Restricted stock and PARS, net of forfeitures from prior
grants (See Note 15) ... ... 2,688 7,166 —
Repurchase of 1098% senior notes, settlement February 2003 . ... .. .. — 5,507 —

Conversion of 7.5% convertible debentures into common stock (See
Note ) — — 2,410

14. Convertible Preferred Stock and Shareholders’ Equity

Equity Offering.  On October 22, 2003, the Company completed a public offering of 5,750,000
shares of Common Stock at $18.25 per share. The Company sold 3,666,667 shares of Common
Stock in the offering, and an affiliate of Unilever sold 2,083,333 shares. The gross proceeds, before
the offering discount of $3.8 million and approximately $0.4 million of offering expenses, was
approximately $66.9 million, resulting in net proceeds to the Company of approximately $62.7
million. The Company used the net proceeds on November 21, 2003 to redeem $56 million
aggregate principal amount of the 11%4% Senior Notes. See Note 9. The Company did not receive
any proceeds from the sale of the shares by the affiliate of Unilever.

Conversion of Preferred Stock. In connection with the public offering on October 22, 2003, the
affiliate of Unilever converted 208,340 shares (representing $25 million of aggregate liquidation
preference) of the Company’s Series D Convertible Preferred Stock into 2,083,340 shares of
Common Stock. As a result of the conversion of the Series D Convertible Preferred Stock and sale of
the Common Stock by the Unilever affiliate, the Company’s shareholders’ equity increased by
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approximately $8.3 million and the balance recorded in the Convertible, redeemable preferred stock
Series [} account on the Company’s consolidated balance sheet was reduced by the same amount. In
addition, the accretion of the Series D Convertible Preferred Stock converted was accelerated in the
amount of $18.6 million, resulting in a non-cash charge in this amount to net income (loss)
attributable to common shareholders on the Company’s consolidated statements of operations for
the year ended January 31, 2004.

Convertible Preferred Stock. At January 31, 2004 and January 31, 2003, the Company had
outstanding 226,955 and 416,667 shares, respectively, $120 per share liquidation preference, of
Series D Convertible Preferred Stock, that was issued to an affiliate of Unilever in connection with
the Arden acquisition. Each share of Series D Convertible Preferred Stock is convertible into 10
shares of Common Stock at an initial conversion price of $12 per share of Common Stock, subject to
certain restrictions. The initial conversion price for the Series D Convertible Preferred Stock of $12
per share is subject to customary anti-dilution adjustments until January 23, 2007 in the event the
Company issues Common Stock for consideration per share less than the then current market price
of the Common Stock (other than in a bona fide underwritten offering, in connection with a debt
financing and in other instances specified in the Company’s Amended and Restated Articles of
Incorporation (the “Articles™)). The initial conversion price for the Series D Convertible Preferred
Stock will also be subject to anti-dilution adjustments until January 23, 2013 if the Company
declares a dividend in shares of Common Stock or reclassifies or combines the outstanding Common
Stock into a greater or lesser number of shares. The initial conversion price for the Series D
Convertible Preferred Stock is subject to reduction untl January 23, 2013 if the Company
repurchases Common Stock during such time in accordance with a formula set forth in the Articles.
In addition, in the event that prior to January 23, 2013, the Company effects a reorganization of its
capital stock, consolidates or merges with another corporation or sells substantially all of the
Company’s assets to another corporation such thar the Company’s common stockholders receive
stock, securities or assets of another corporation in exchange for Common Stock, then the Company
must make adequate provision so that each holder of Series D Convertible Preferred Stock has the
right to receive such stock, securities or assets as may be issued with respect to, or in exchange for,
the outstanding shares of Common Stock which would be received upon conversion of the Series D
Convertible Preferred Stock had such reorganizaticn, consolidation, merger or sale not occurred.
The holder of the Series D Convertible Preferred Stock was entitled to convert up to 33.33% of its
shares after January 23, 2002, up to 66.66% after January 23, 2003 and up to 100% after January
23, 2004.

In addition, cumulative dividends of 5% of the outstanding liquidation preference of the Series
D Convertible Preferred Stock began to accrue on January 23, 2003 and will be payable quarterly,
at the Company’s option, in cash or in additional chares of Series D Convertible Preferred Stock,
subject to restrictions on the payment of dividends under the Credit Facility and the indentures
governing the Company’s senior notes. On March 17, 2003, June 16, 2003, September 15, 2003 and
December 15, 2003 the Company issued to an affiliate of Unilever 5,208 shares, 5,273 shares, 5,339
shares and 2,801 shares, respectively, of Series D Convertible Preferred Stock as payment of
quarterly dividends for the fiscal year ended January 31, 2004. The Company is required to redeem
the Series D Convertible Preferred Stock on January 23, 2013 at the aggregate liquidation value of
all of the then outstanding shares plus accrued and unpaid dividends. In addition, the Company may
redeem all or part of the Series D Convertible Preferred Stock plus accrued and unpaid dividends at
any time after February 2, 2002, subject to the waiver of certain restrictions under its Credit Facility
and compliance with certain limitations under the Indentures, at a redemption price of $25.00
multiplied; by the number of shares of Common Stock into which the shares of Series D Convertible
Preferred Stock can be converted plus accrued and unpaid dividends.
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Upon issuance, the Series D Convertible Preferred Stock was recorded at its fair market value of
$35 million, with an allocation of $26.5 million made for the beneficial conversion feature and
reclassified to additional paid-in capital. The accretion of the beneficial conversion feature is based
on the effective yield method over the period from issue date to the mandatory redemption date (12
vears). The recorded dividend is based on the straight-line method, which approximates the effective
vield method, with the total amount of the dividend of $25 million to be paid over 10 years
amortized over the period from issue date to the mandatory redemption date (12 years) or $2.1
million annually. The difference between the liquidation value of $50 million and the $8.5 million
balance recorded in Convertible, redeemable preferred stock, Series D account on the Company’s

consolidated balance sheet is being accreted over the life of the Series D Convertible Preferred Stock.

The accretion will be accelerated if the Series D Convertible Preferred Stock is converted into
Common Stock prior to the redemption date.

Years Ended January 31,
2004 2003 2002

(Amounts in thousands)
Aggregate accretion (excluding the accelerated accretion on

the converted preferred stock) ........... . ... oL $1,618 $1.,570 $1,355
Dividends . ...... ... .. . .. . . 1,884 2,083 2,083
Total ... . $3.,502 $3,653 $3,438

At January 31, 2004, the fair value of the Common Stock underlying the convertible preferred
stock was approximately $46 million.

Warrants. In conjunction with the issuance of the 11%:% Senior Notes related to the cash
financing for the Arden acquisition, the Company issued warrants for 209,853 shares of Common
Stock. The warrants were exercisable into Common Stock at an exercise price of $.01 per common
share and were recorded at fair market value of approximately $3 million. The fair market value of
the warrants were being amortized over the life of the 11%% Senior Secured Notes. During the
fiscal year ended January 31, 2004, $151.2 million, or 94.5%, of the 11%4% Senior Secured Notes
were redeemed. As such, 94.5% of the remaining balance of the cost of the warrants was written off
and included in debt extinguishment charges during the fiscal vear ended January 31, 2004.

15. Stock Plans

At January 31, 2004, the Company had three stock option plans, one for the benefit of non-
employee directors (the “Non-Employee Director Plan”) and two for the benefit of officers,
employees and independent contractors, the 1995 Stock Option Plan and the 2000 Stock Incentive
Plan. All three plans have been adopted by the Board of Directors of the Company (the “Board”)
and approved by the Company’s shareholders.

In the past, the stock option grants made to non-employee directors under the Non-Employee
Director Plan typically were exercisable upon their reelection to the Board at the subsequent
shareholder meeting. Beginning in June 2003, the Board changed the vesting period for non-
employee director grants to provide for vesting all at once three years from the date of grant for
future grants. The options granted under the Non-Employee Director Plan are non-qualified under
the Internal Revenue Code. The option exercise price cannot be less than the fair value of the
underlying Common Stock as of the date of the option grant, and the maximum option term cannot
exceed ten vears. The number of shares of Common Stock authorized under the Non-Employee
Director Plan is 500,000. No further grants under the Non-Employee Director Plan will be
permitted after the January 25, 2005 expiration date of that plan.
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The stock options awarded under the 1995 Stock Option Plan and the 2000 Stock Incentive
Plan are exercisable at any time or in any installments as determined by the Compensation
Committee of the Board at the time of grant. The options granted under the 1995 Stock Option Plan
and the 2000 Stock Incentive Plan may be either incentive or non-qualified stock options under the
Internal Revenue Code, as determined by the Compensation Committee. For incentive stock options,
the aggregate fair market value (determined at the grant date) of Common Stock with respect to
which such options first become exercisable by a participant of the plan during any calendar vear
may not exceed $0.1 million. At January 31, 2004, 42,000 shares remain available for grant under
the 1995 stock option plan. The number of shares of Common Stock authorized under the 1995
Stock Option Plan is 2,200,000. No further grants under the 1995 Stock Option Plan will be
permitted after the January 25, 2005 expiration date of that plan. The 2000 Stock Incentive Plan
also permits restricted stock grants, stock appreciation rights, stock awards, and performance
awards. The maximum number of shares of Common Stock authorized under the 2000 Stock
Incentive Plan is 4,100,000. At January 31, 2004, 514,390 shares remain available for grant under
the 2000(Stock Incentive Plan.

Stock Options Granted.  On June 25, 2003, the Company issued to 127 employees under its 2000
Stock Incentive Plan options to purchase an aggregate of 420,427 shares of Common Stock of the
Company. Also, on that same date, the Company issued to its 5 directors under its Non-Employee
Director Plan options to purchase an aggregate of 25,000 shares of Common Stock of the Company. The
exercise price of those shares is 313.04 per share, which was the closing price of the Company’s Common
Stock on the date of grant. On November 24, 2003, the Company issued to one employee under its 2000
Stock Incentive Plan options to purchase an aggregate of 7,000 shares of Common Stock at an exercise
price of $20.15 per share, which was the closing price of the Company’s Common Stock on the date of
grant. All of these optons are due to vest in equal thirds over a three-year period on the anniversary date
of the grant and expire ten years from the date of grant.

The option activities of all three stock option plans are as follows:
Years Ended January 31,

2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Beginning outstanding options . . . .. 3,906,442 $11.59 3,068,507 $11.45 3,150,541 $10.75
New grants ................ 452,427 1315 1,007,500 11.78 192,000 17.05
Exercised ... ...cooooooo. . (349.582) 8.96  (78.937) 7.56 (256,034) 6.88
Canceled ... o (158,649) 12.37  (90.628) 11.33  (18,000) 13.31
Ending outstanding options . ... ... 3.850,638 $11.98 3,906,442 $11.59 3,068,507 $11.45
Exercisable as of January 31, ... ... 2,720,809 1,939,919 1,381,763
Weighted average fair value of
options granted during the
VOAT « oo sttt $ 8.10 $ 751 $10.98
Options Qutstanding Options Exercisable
Number of Weighted Number of
Qutstanding Average Weighted Exercisable Weighted
Range of as of Remaining Average as of Average
Exercise January 31, Contractual Exercise January 31, Exercise
Price 2004 Life Price 2004 Price
$ 6.00— 8.44 765,502 3.1 $ 8.04 765,502 $ 8.04
8 9.38 — 13.31 2,781,136 7.2 $12.51 1,761,639 $12.76
$14.80. — 20.64 304,000 7.2 $17.02 193,668 $16.26

$ 6.00i— 20.64 3,850,638 6.4 $11.98 2,720,809 $11.68
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The Company applies APB No. 25 and related interpretations in accounting for its stock options
to employees and non-employee members of the Board of Directors of the Company as described in
Note 1. Accordingly, no compensation expense has been recognized during the years ended January

31, 2004, 2003 and 2002 related to the stock option grants.

The weighted average grant date fair value of options granted during the years ended January
31, 2004, 2003 and 2002 were estimated on the grant date using the Black-Scholes option-pricing
model with the following assumptions:

Years Ended January 31,
2004 2003 2002

Expected dividend yield . .. ...... ... . .. ... L 0.00% 0.00% 0.00%
Expected price volatility ......... ... . ... .. . 66.00% 65.00% 60.00%
Risk-free interestrate . ........... ... ... . ..., 416% 517% 4.78%
Expected life of options inyears ................... ... .. 4-83 4-8 4-8

Employee Stock Purchase Plan. On July 1, 2003, the Company implemented the 2002
Employee Stock Purchase Plan under which employees in certain countries are permitted to deposit
after tax funds from their wages for purposes of purchasing Common Stock at a 15% discount from
the lowest of the closing price of the Common Stock at either the start of the contribution period or
the end of the contribution period. The first purchases under this plan occurred on January 1, 2004
and there were 45,001 shares purchased. The next purchase will be consummated on July 1, 2004.

Performance-Accelerated and other Restricted Common Stock

Fiscal 2004. On June 25, 2003, the Company granted an aggregate of 175,938 shares of
restricted stock to 104 employees that are due to vest in equal thirds over a three-year period on the
anniversary date of the grant. These grants were recorded as unearned deferred compensation in
shareholders’ equity in the amount of approximately $2.3 million and are being amortized over the
vesting period. In addition, on that same date, the Company granted an aggregate of 6,500 shares of
restricted stock to 13 employees that vest in full one vear from the date of grant. These shares were
recorded as unearned deferred compensation in shareholders’ equity in the amount of approximately
$0.1 million and are being amortized over the vesting period. Also, on April 21, 2003, the Company
granted an aggregate of 76,782 shares of restricted stock to 937 employees that vest in full one year
from the date of grant. These shares were recorded as unearned deferred compensation in
shareholders’ equity in the amount of approximately 30.8 million and are being amortized over the
vesting period.

Fiscal 2003. On March 22, 2002, the Company granted an aggregate of 504,000 shares of
performance-accelerated restricted stock (“PARS”) to 108 employees. PARS are restricted stock
awards with a pre-defined vesting period of six years that also provide for accelerated vesting to
three, four or five years from the date of grant if the Company’s total shareholder return exceeds
that total shareholder return of the median of the companies comprising the Russell 2000 Index over
the respective three, four or five-year period. A new grant of PARS will occur when the initial grant
vests. The PARS were recorded as unearned deferred compensation in shareholders’ equity in the
amount of approximately $5.7 million and are currently being amortized over the six-year vesting
period. Also, the Company granted on March 21, 2002, March 22, 2002 and September 3, 2002,
60,345 shares to 892 emplovees, 17,000 shares to 34 employees and 79,420 shares to 945
emplovees, respectively, of restricted stock that vest one year from the date of grant. These shares
were recorded as unearned deferred compensation in shareholders’ equity in the amount of
approximately $0.7 million, $0.2 million and $0.7 million, respectively, and are being amortized
over the vesting period.
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On January 1, 2003, the Company granted to an independent contractor 101,351 restricted
shares of Common Stock that vest in equal thirds over a three-year period on the anniversary date of
the grant. These restricted shares were issued pursuant to two separate four-year use agreements,
which were entered into on January 1, 2002. Since the shares were issued to a non-employee of the
Company, the liability associated with the issuances of the restricted shares was recorded as a
deferred liability and not unearned compensation. The liability associated with the share issuance is
being amortized over the four-year term of the agreements based on the January 1, 2002
commencement date, the vesting period and the fair market value of the underlying restricted shares
of Common Stock issued at the end of each period.

Compensation expense for the fiscal years ended January 31, 2004, 2003 and 2002, resulting
from restricted stock grants to employees and independent contractors of the Company, amounted to
approximately $3.4 million, $3.0 million and $0.6 million, respectively.

At January 31, 2004 and 2003, the shares of Common Stock outstanding included 791,957
shares and 762,684 shares, respectively, of restricted stock that are subject to vesting requirements
and forfeiture provisions. During the period prior o vesting, plan participants are entitled to vote
and receive dividends on such shares.

16. Quarterly Data (Unaudited)

Condensed consolidated quarterly information as follows:

January 31, October 25, July 26, April 26,
2004 2003 2003 2003
Netsales ............. ... . .. $213.935 $321,313 3144,423 $134,754
Grossprofit ........................ 94619 135,037 57,390 48,732
Income (loss) from operations .......... 22,809 65,509 (3,983) (12,006)
Debt extinguishment charges(™ . ..... ... 34,641 290 — (123)
Net (loss) income(® ... ............. (11,063) 38,921  (10,147) (15,675)
Accelerated accretion on converted
preferred stock® ... ..o o oo — 18,584 — -
Net (loss) income attributable to common
shareholders ................. ... .. (11,600) 19,336 (11.,134) (16,651)
(Loss) earnings per common share:
Basic ....... ... ... . $ (048) 8 107 $ (0.62) 8 (0.93)
Diluted .......... ... ... .. ... $ (048) & 083 3 (0.62) $ (0.93)
January 31, October 26, July 27, April 27,
2003 2002 2002 2002
Netsales ............ ... ... $159,764 $314,807 $127,186 $140,284
Grossprofit ..................... ... 57,977 137,069 48,463 53,904
Income (loss) from operations ... ....... 8,986 69,658 (5,342) (5,093)
Netincome (loss) @ .................. 481 37,732 (10,134) (9,929)
Net (loss) income attributable to common
shareholders . ... ... ... .. ... ... (431) 36,819  (11,048) (10,843)
(Loss) earnings per common share:
Basic ...... ... .. ... . $ (002) $ 207 $ (0.62) 8 (0.61)
Diluted .« .o $ (0.02) $ 164 $ (062) S (0.61)

(2) Before accretion and dividend on preferred stock.

(1) Relates to the redemption of 11%4% Senior Notes and 10%8% Senior Notes. See Note 9.

(3) Related to accelerated accretion on Series D Convertible Preferred Stock converted into

common stock sold by a third party in a public cffering. See Note 14.
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17. Condensed Consolidating Financial Information

The following condensed financial statements at January 31, 2004 and for the fiscal year then
ended, show the consolidated financial statements of the Company, and in separate financial
statements (i) the financial statements of those subsidiaries that are guarantors of the 11%4% Senior
Notes which were issued to finance a portion of the purchase price for the Arden Acquisition in
January 2001, (ii) and the financial statements of those subsidiaries that are guarantors of the 7%2%
Senior Subordinated Notes issued in January 2004, plus in each case elimination adjustments and
the consolidated total. The following condensed financial statements at January 31, 2003 and for the
two fiscal years then ended, show the consolidated financial statements of the Company and the
financial statements of those subsidiaries that are guarantors of the 11%2% Senior Notes. The
Company’s subsidiaries, DI Enterprises, Inc., FD Management, Inc., Elizabeth Arden International
Holding, Inc. and Elizabeth Arden (Zug) GmbH, are guarantors of the 11%4% Senior Notes. DI
Enterprises, Inc., FD Management, Inc., Elizabeth Arden International Holding, Inc., Elizabeth
Arden (Financing), Inc., RDEN Management, Inc. and Elizabeth Arden Travel Retail, Inc. are
guarantors of the 7%4% Senior Subordinated Notes. Entities included in this footnote follow the
Company’s significant accounting policies as described in Note 1, except with respect to accounting
for investment in guarantors’ subsidiaries, which the Company has accounted for using the equity
method of accounting. Equity income of the guarantor subsidiaries is included in other (expense)
income, net. The statement of operations for fiscal year ended January 31, 2002 has been restated
for EITF No. 01-09, “Accounting for Consideration Given by a Vendor to a Customer,” as described
in Note 3. All information presented is in thousands.

[Remainder of page intentionally left blank]




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance Sheet

ASSETS
Current assets:
Cash and cash equivalents ...........
Accounts receivable, met .. ... .. ..
Inventories . . ........ ... .. ... .....
Intercompany receivable . ...... ... ..
Deferred income taxes . ..............
Prepaid expenses and other assets ... ..

Total current assets . ............
Property and equipment, net .............

Other assets:
Investment in guarantors ............
Exclusive brand licenses, trademarks
and intangibles, net . ... ... ... ...
Other assets . .......ooueueennno. ..

‘Total other assets . .. ............

Total assets ...................

LIABILITIES AND SHAREHOLDERS®
EQUITY
Current liabilities:
Accounts payable—trade ............
Intercompany payables ..............
Other pavables and accrued expenses . .
Current portion of long-term debt . . . ..

"Total current Habilities ....... ...

Long-term debt,net ................
Deferred income taxes and other ......

"Total liabilities ... ..............

Convertible, redeemable preferred
stock ...

Shareholders’ equity

Commonstock . ....................

Additional paid-in capital ........ .. ..

Retained earnings ..................

Treasury stock .. ........ .. .. .. .. ..

Accumulated other comprehensive
INCOMIE . ..ottt e

Unearned deferred compensation . .. ...

Shareholders’ Equity ............
Total liabilities and shareholders’

For the Year Ended January 31, 2004

T%1%
Senior
Subordinated

Company Notes Eliminations Total
§ 89,030 S 57 % — $ 89,087
137,380 — — 137,380
193,382 — — 193,382
106,364 385,066 (492,030) —
16,508 — — 16,508
15,133 — _ 15,133
557797 385,723 (492.030) 451,490
38,207 _ — 38207
264,590 - (264,590) —
32,251 162,560 — 194,811
981,015 5,134 (272,578) 13,571
577,856 167,694 (537,168) 208,382
$1,173,860  $553,417  $(1,029,198) $698,079
$ 84,533 S — $ — 9 84,533
205,876 286,154 (492,030) _
52,154 2,673 — 54,827
91,287 — — 91,287
433,850 288,827 (492,030) 230,647
233,802 — — 233,802
11,878 - — 11,878
679,530 288,827 (492,030) 476,327
10,793 — — 10,793
250 - — 250
193,289 265,163 (272,578) 185,874
594,801 (573)  (264,590) 29,638
(1,288) - — (1,288)
2,214 _ _ 2,214
(5,729) _ - (5,729)
483537 264,590 (337,168) 210,959
81,173,860  $553,417  $(1,029,198) $698,079




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance Sheet

ASSETS
Current assets:
Cash and cash equivalents . .. .............. ...
Accounts receivable, met . ..., .. ... L.
Inventories ... ..... ... ... . ... ...
Intercompany receivable ....... ... ... ... L.
Deferred income taxes . ............. ...
Prepaid expenses and other assets . ........... ..

Total current assets .....................
Property and equipment, net .............. ... . ...

Other assets:
Investment in guarantors . . ........ .. ... ...,
Exclusive brand licenses, trademarks and
intangibles, met . .. ...... ... ... L
Otherassets ........ ... ... ... i,

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable—trade ... ... .. .
Intercompany payables .......... ... ... ... ...
Other pavables and accrued expenses .. .........
Current portion of long-term debt .......... ...

Total current liabilities .. ................

Long-term debt,net ............... ... ... ...
Deferred income taxes and other . .... ... .... ...

Total liabilities ............ ... ... .....
Convertible, redeemable preferred stock .. ... . ...
Shareholders’ equity
Commonstock ........ ... ... ...
Additional paid-in capital ......... ...
Retained earnings . ............. ... ... . ....
Treasury stock ...... ... ... ... oL

Accumulated other comprehensive income . ... ...
Unearned deferred compensation ..............

Shareholders’ equity ....................

Total liabilities and shareholders’
eqUILY .. ...

For the Year Ended January 31, 2004

11 %%
Senior
Company Notes  Eliminations Total
$8902% 588  — $ 89,087
137,380 - — 137,380
193,382 . — 193,382
390,594 101,436 (492,030) -
16,508 _ ~ 16,508
15,133 ~ — 15133

842,026 101,494 (492,030) 451,490

38,207 — — 38207
(21,363) — 21,363 -
26,794 168,017 — 1943811

8,436 5,135 — 13,571

13,867 173,152 21,363 208,382

$894,100 $274,646 $(470,667) $698.079

$ 845338 — 8  — S 84533
198,474 293,556  (492,030) -
54,827

52,311 2,516 —
91,287 — — 91,287
426,605 296,072 (492,030) 230,647
233,802 — — 233,802
11,941 (63) — 11,878
672,348 296,009 (492,030) 476,327
10,793 — — 10,793

250 — — 250
185,831 43 — 185,874
20,690 (21,415) 21,363 29,638
(1,288) — — (1,288)
2,205 9 — 2,214
(5,729) - — (5,729)

210,959 (21,363) 21,363 210,959

$894,100 $274,646 $(470,667) $698,079




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Balance Sheet

ASSETS
Current assets:
Cash and cash equivalents .............
Accounts receivable, net . ... . ........ ..
Inventories .............. ... .. ... ...
Intercompany receivable . ........ ... ...
Deferred income taxes ................
Prepaid expenses and other assets .......

Total current assets . . .............
Property and equipment, net . ..............

Other assets:
Investment in guarantors ..............
Exclusive brand licenses, trademarks and
intangibles, net . ......... ... ......
Otherassets .. .......................

Total other assets . ...............

Total assets . ....................

LIABILITIES AND SHAREHOLDERS’
EQUITY
Current liabilities:
Short-term debt ......... ... ... .. . ..
Accounts payable—trade ........ ... ...
Intercompany payables . ....... ... .. ...
Other payables and accrued expenses . . ..
Current portion of long-term debt ... .. ..

Total current liabilities . ...........

Long-term debt,net ................ ..
Deferred income taxes and other ........

Total liabilities ..................
Convertible, redeemable preferred stock . .

Shareholders” equity

Commoenstock ......................
Additional paid-in capital .............
Retained earnings ....................
Treasury stock ....... ... .. ... .. ....
Accumulated other comprehensive

MCOME . . vttt e e
Unearned deferred compensation .. ......

IShareholders” Equity . .............
Total liabilities and shareholders’

For the Year Ended January 31, 2003

11%1%
Senior
Company Notes

Eliminations Total

§ 22641 8§ 22§ —  $ 22,663
118,844 _ — 118,344
200,876 _ — 200,876
1,069,748 84,428  (1,154,176) -

7,614 _ _ 7,614
17,225 72 - 17,297
1,436,948 84522 (1,154,176) 367,294
36,216 - — 36,216
(8,291) - 8,291 -
33,426 172,108 — 205,534
13,444 5,132 - 18,576
38,579 177,240 8,201 224110

$1,511,743 $261,762 $(1,145,885) $627,620

$ 2068 $§ — 8 — 8 2068
79,997 — — 79,097
886,849 267,327  (1,154,176) —
63,672 2,726 — 66,398
2,370 - — 2,370

1,034,956 270,053  (1,154,176) 150,833
317,959 — — 317,959
11,350 - - 11,350

1,364,265 270,053  (1,154,176) 480,142
15,634 — — 15,634

188 — — 188
89,739 43 — 89,782
49740 (8,343) 8291 49,688
(2,336) - — (2,336)

(4) 9 — 5
(5,483) — — (5,483)
131,844  (8,291) 8,201 131,844

81,511,743 $261.762 $(1,145,885) $627,620




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Statement of Operations

For the Year Ended Janunary 31, 2004

7%1%
Senior
Subordinated
Company Notes Eliminations Total
Netsales .......... .. ... ... .. ... ... $814,425  $15,398 $(15,398) $814,425
Costofsales .................... .. ....... 478,648 — — 478,648
Grossprofit ............ ... ... ... ...... 335,777 15,398 (15,398) 335,777
Selling, general and administrative costs ... ... 244,544 13,444 (15,398) 242,590
Depreciation and amortization .............. 18,585 2,272 — 20,857
Income from operations . ................... 72,648 (318) —_ 72,330
Other (expense) income:
Interest expense ............. .. ... (37,672) (1,921) — (39,593)
Debt extinguishment charges ............ (34.808) — — (34,808)
Other . ...... ... ... ... ... ... ....... (2,244) 8,553 (6,314) (5)
(Loss) income before income taxes ........... (2,076) 6,314 (6,314) (2,0706)
Benefit from income taxes .................. (4,112) — — (4,112)
Netincome (loss) ............... ... ...... $ 2036 8§ 6314 8 (6,314) $§ 2,036

Statement of Operations

For the Year Ended January 31, 2004

11%1%
Senior
Company Notes Eliminations Total
Netsales ...t $814,425 $ 15,398 $(15,398) $814,425
Costofsales ... ... ... ... .. .. 478,648 - — 478,648
Grossprofit .. ... ... . ... ... ... ... . ..., 335,777 15,398 (15,398) 335,777
Selling, general and administrative costs . .. ... ... 244,528 13,460  (15,398) 242,590
Depreciation and amortization ................ 18,579 2,278 — 20,857
Income from operations .............. ... .... 72,670 (340) — 72,330
Other (expense) income:
Interest expense .......... . ... ... ... (18,006} (21,587) - (39,593)
Debt extinguishment charges .............. {34,808) — — (34,808)
Other .. ... ... .. ... (21,873) 8,796 13,072 (5)
(Loss) income before income taxes ............. (2,017) (13,131) 13,072 (2,076)
Benefit from income taxes ............. ... ..., (4,053) (59) — (4,112)
Netincome (loss) ........... ... ... ... .. .... $ 2,036 $(13,072) $13,072 § 2,036

[me]ojum ]
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ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Statement of Operations

For the Year Ended January 31, 2003

11%%
Senior
Company Notes Eliminations Total
Netsales .. ... . i $752,041 $ 14,816 $(14.816) $752,041
Costofsales ......... .. ... ... .. ... ........ 444 628 — — 444,628
Grossprofit ... ... .. . . 307,413 14,816 (14,816) 307,413
Selling, general and administrative costs . .. ... ... 218,435 12,885 (14,816) 216,504
Depreciation and amortization ................ 20,578 2,122 — 22,700
Income from operations .......... ... ... ..... 68,400 (191) — 68,209
Other (expense) income: .
Interest expense .............. .. .. ..... (21,516) (21,559) — (43,075)
Other ... ... (21,555) 10,883 10,747 75
Income (loss) before income taxes .............. 25,329  (10,867) 10,747 25,209
Provision for (benefit from} income taxes ........ 7,179 (120) — 7,059
Netincome (loss) ............. ... .. ... . ... $ 18,150 $(10,747) $ 10,747 $ 18,150

Statement of Operations

For the Year Ended January 31, 2002

11%4%
Senior
Company Notes Eliminations Total
Netsales .......... .. ... .. $668.097 $ 31,788 $(31,788) $668,097
Costofsales ........... ... ... ... 422,705 — — 422,705
Grossprofit . ....... ... ... ... . ... . ..., 245,392 31,788 (31,788) 245,392
Selling, general and administrative costs .. ... .... 211.236 29,496 (31,788) 208,944
Depreciation and amortization ................ 21,549 9.036 — 30,585
Income from operations ...................... 12,607 (6,744) — 5,863
Other (expense) income:
Interest expense ... ... o 0(22,938) (21,825) - {44,763)
Other ...... ... ... ... ... .. . . .. ... (28,941) 31,788 (2,798) 49
(Loss) Income before income taxes ............. (39,272) 3,219 (2,798)  (38,851)
(Benefit from) provision for income taxes ........ (9,435) 421 — (9,014)

Net (1088} iNCOME . . .\, $(29,837) § 2,798 § (2.798) $(29,837)




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Statement of Cash Flow

Operating activities:
Net cash provided by operating
activities . ........ ... o L

Investing activities:
Additions to property and equipment . . ..
Proceeds from disposals of property and
EQUIPMENT . . ... ...
Price adjustment to trademarks acquired
in Arden acquisition . ...............

Net cash used in investing activities .........
Financing activities:
Payments on short-term debt . .........
Payments on long-term debt ... ........
Proceeds from the issuance of senior
DOTES oo vt
Proceeds from the exercise of stock
OpHONS . ..., ...
Proceeds from the issuance of new
common stock ....... .. . L
Repurchase of common stock . ...... ...
Net change in intercompany
obligations . ....... ... ... . L
Net cash provided by financing activities . . . . .
Effect of exchange rate changes on cash and
cash equivalents ........ ... .. ... . ....
Net increase in cash and cash equivalents .. ..
Cash and cash equivalents at beginning of
period . ... ... o

Cash and cash equivalents at end of period . ..

For the Year Ended January 31, 2004

7%1% Senior

Subordinated
Company Notes Eliminations Total

$ 37,947 7,854 $ — $ 45,801
(13,838) _ - (13,838)
13 — — 13
— 2,460 — 2,460
(13,825) 2,460 - (11,365)
(2,068) _ - (2,068)
(251,814) — —  (251,814)
219,350 — - 219,350
3,134 — — 3,134
63,256 — — 63,256
(662) — — (662)

10,264 (10,264) — —
41,460 (10,264) — 31,196
792 — - 792
66,374 30 — 66,424
92,656 7 — 22,663
$ 89,030 37 $ — $ 89,087

oo
oo
oD
77




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Statement of Cash Flow

For the Year Ended January 31, 2004

11%4%
Senior
Company Notes  Eliminations Total
Operating activities:
Net cash provided by operating activities . .. .. .. $ 57,432 $(11,631) § — $ 45,801
Investing activities:
Additions to property and equipment . ......... (13,838) — — (13.838)
Proceeds from disposals of property and
equipment ............. oo 13 — — 13
Price adjustment to trademarks acquired in
Arden acquisition . . ...... ... .. .. ... — 2,460 - 2,460
Net cash used in investing activities .. ............. (13,825) 2,460 — (11,365)
Financing activities:
Payments on short-term debt ... ... ... . ... (2,068) — — (2,068)
Payments on long-term debt ... ... .. .. ..., (251,814) — — (251,814)
Proceeds from the issuance of senior notes . . . . . . 219,350 — — 219,350
Proceeds from the exercise of stock options ... .. 3,134 — - 3,134
Procéeds from the issuance of new common
stock ... 63,256 - — 63,256
Repurchase of common stock ................ (662) — — (662)
Net change in intercompany obligations . . ... ... (9.222) 9,222 — —
Net cash provided by financing activities . . .... ... .. 21,974 9,222 — 31,196
Effect of exchange rate changes on cash and cash
equivalents ............. ... o o L. 792 — — 792
Net increase in cash and cash equivalents ... ..... .. 66,373 31 — 66,424
Cash andcash equivalents at beginning of period .. .. 22,656 7 — 22,663
Cash and cash equivalents at end of period . ........ $ 89,029 § 58 $ — 8 89,087




ELIZABETH ARDEN, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Statement of Cash Flow

Operating activities:

Net cash provided by operating activities . ... ..

Investing activities:

Additions to property and equipment . ........
Acquisition of trademark . ....... . ... 0L

Net cash used in investing activities ..............

Financing activities:

Payments on short-term debt ........ ... ...
Payments on long-term debt . ............. ..
Payments for debt financing ............. ...
Proceeds from the exercise of stock options . ...
Proceeds from the exercise of stock purchase
WAITAnts . ........ ... .
Repurchase of common stock . ........... ...
Net change in intercompany obligations ... . ...

Net cash used in financing activities ... ...........
Effect of exchange rate changes on cash and cash

equivalents . ....... ... .. o

Net increase in cash and cash equivalents ....... ..
Cash and cash equivalents at beginning of period . ..

Cash and cash equivalents at end of period ..... ...

For the Year Ended January 31, 2003

11%4%
Senior
Company Notes Eliminations Total
$ 35054 $(6434) $ — 28620
(9,757) _ — (9,757)
(3.250)  — _ (3,250)
(13,007) _ —  (13,007)
(5,632)  — _ (5,632)
(2,371) - - (2,371)
(2,192)  — — (2,192)
601 - — 601
1 — - 1
(160)  — - (160)
(6,439) 6,439 - _
(16,192) 6,439 - (9,753)
890 — — 890
6,745 5 _ 6,750
15,911 2 - 15,913
$ 22,656 § 78 — $ 22,663




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Statemert of Cash Flow

Operating activities:

Net cash provided by operating activities ... ..

Investing activities:

Additions to property and equipment ........
Sale of rademark ... ....... ... .. ..

Net cash used in investing activities .............

Financing activities:

Payments on short-term debt . ....... ... ...
Payments on long-term debt . ..............
Proceeds from the exercise of stock options . ...

Proceeds from the exercise of stock purchase

WATTATITS vt vttt et i e
Repurchase of common stock ..............
Net change in intercompany obligations . . .. ..

Net cash used in financing activities . ............

Effect of exchange rate changes on cash and cash

equivalents ... ... ... . ... o oo
Net increase in cash and cash equivalents ........
Cash and cash equivalents at beginning of period . ..

Cash and cash equivalents at end of period ... .. ..

For the Year Ended January 31, 2002

11%4%

Senior
Company Notes Eliminations Total
$ 9310 $ (657) $ — $ 8,653
9,972)  — _ (9,972)
— 6,529 — 6,529
(9.972) 6,529 _ (3,443)
(15,245) - —  (15,245)
(1,187) — - (1,187)
2,184 — — 2,184
8,288 — — 3,288
(401)  — _ (401)
5.870  (5,870) — —
(491)  (5,870) _ (6,361)
(631) - - (631)
(1,784) 2 _ (1,782)
17,695 — — 17,695
$ 15911 $ 2 % - $ 15,913




ELIZABETH ARDEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

18. Geographic Information

The Company manages its business on the basis of one reportable operating segment. During
the year ended January 31, 2004, the Company sold its products in approximately 90 countries
outside the United States through its international affiliates and subsidiaries with operations
headquartered in Geneva, Switzerland and through third party distributors. The Company’s
international operations are subject to volatility because of foreign currency exchange rate changes,
inflation and changes in political and economic conditions in the countries in which it operates. The
value of international assets is affected by fluctuations in foreign currency exchange rates. For a
discussion of foreign currency translation, see Note 1.

Years Ended January 31,

2004 2003 2002
(Amounts in thousands)
Net sales:
United States . ... $548,430 $509,467 $465,430
International . .. ... ... .. .. . . 265,995 242,574 202,667
Total ... . $814,425 $752,041 $668,097
Long-lived assets:
United States( ... .. oo $220,731 $248,505 $258,997
International® . ... .. .. . ... 25,858 11,821 9,057
Total ... . $246,589 $260,326 $268.054
Classes of similar products (net sales):
Fragrance ......... ... .. ... ... . il $622,447 $579,076 $505,316
Skincare ....... ... 122,374 110,766 104,332
COSIMELICS .« . .ottt 69,604 62,199 58,449
Total ... .. $814,425 $752,041 $668,097

(1) Primarily exclusive brand licenses, trademarks and intangibles, net, and property and
equipment, net.
(2) Primarily property and equipment, net.




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURES

None.

ITEM 9A. CONTROLS AND PROCEDURES

The 'Company’s Chairman and Chief Executive Officer and the Company’s Executive Vice
President and Chief Financial Officer, who are the principal executive officer and principal financial
officer, respectively, have evaluated the effectiveness and operation of the Company’s disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange
Act of 1934, as amended), as of the end of period covered by this annual report (the “Evaluation
Date”). Based upon such evaluation, they have concluded that, as of the Evaluation Date, the
Company’s disclosure controls and procedures are functioning effectively to provide reasonable
assurance that information required to be disclosed by the Company in its reports filed or submitted
by it under the Securiies Exchange Act of 1934, as amended, has been recorded, processed,
summarized and reported within the time periods spzcified in the Commission’s rules and forms.

There have been no changes in the Company’s internal controls over financial reporting during
the fiscal year covered by this annual report that have materially affected, or are likely to materially
affect, the Company’s internal controls over financial reporting.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this item will be contained in the Company’s Proxy Statement
relating to the 2004 Annual Meeting of Shareholders to be held on June 22, 2004 (the “Proxy
Statement”) and is incorporated herein by this reference or is included in Part I under “Executive
Officers of the Company.”

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item will be contained in the Proxy Statement and is
incorporated herein by this reference, provided that the Compensation Committee Report and
Performance Graph, which will be contained in the Proxy Statement, shall not be deemed to be
incorporated herein by this reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information required by this item will be contained in the Proxy Statement and is
incorporated herein by this reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item will be contained in the Proxy Statement and is
incorporated herein by this reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item will be contained in the Proxy Statement and is
incorporated herein by this reference.




PART IV

ITEM 15.

(a) 1.

Exhibit
Number

3.1

3.2

4.1

4.2

4.3

44

4.6

10.1

EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON
FORM 8-K

Financial Statements—The consolidated financial statements and Report of Independent
Auditors are listed in the “Index to Financial Statements and Schedules” on page 41 and
included on pages 43 through 81.

Financial Statement Schedules—All schedules for which provision is made in the
applicable accounting regulations of the Securities and Exchange Commission (the
“Commission”) are either not required under the related instructions, are not applicable
(and therefore have been omitted), or the required disclosures are contained in the
financial statements included herein.

Exhibits including those incorporated by reference.

Description

Amended and Restated Articles of Incorporation of the Company dated January 24,
2001 (incorporated herein by reference to Exhibit 3.1 filed as part of the Company’s
Form 8-K dated February 7, 2001 (Commission File No. 1-6370)).

Amended and Restated By-laws of the Company (incorporated herein by reference to
Exhibit 3.3 filed as part of the Company’s Form 10-Q for the quarter ended October 31,
2000 (Commission File No. 1-6370)).

Indenture dated as of January 23, 2001, among the Company and FD Management, Inc.,
DF Enterprises, Inc., Elizabeth Arden International Holding, Inc., Elizabeth Arden (Zug)
GmbH, as guarantors, and HSBC Bank USA, as trustee (incorporated herein by
reference to Exhibit 4.1 filed as part of the Company’s Form 8-K dated February 7,
2001 (Commission File No. 1-6370)).

Supplemental Indenture dated as of January 8, 2004, among the Company and FD

Management, Inc., DF Enterprises, Inc., Elizabeth Arden International Holding, Inc.,
Elizabeth Arden (Zug) GmbH, as guarantors, and HSBC Bank USA, as trustee.

Indenture dated as of January 13, 2004, among the Company and FD Management, Inc.,
DF Enterprises, Inc., Elizabeth Arden International Holding, Inc., RDEN Management,
Inc., Elizabeth Arden (Financing), Inc., Elizabeth Arden Travel Retail, Inc., as
guarantors, and HSBC Bank USA, as trustee.

Second Amended and Restated Credit Agreement dated as of December 24, 2002 among
the Company, JPMorgan Chase Bank, as administrative agent, Fleet National Bank, as
collateral agent, and the banks listed on the signature pages thereto (incorporated herein
by reference to Exhibit 4.1 filed as part of the Company’s Form 8-K dated December 30,
2002 (Commission File No. 1-6370)).

First Amendment to Second Amended and Restated Credit Agreement dated as of
February 25, 2004, among the Company, JP Morgan Chase Bank, as administrative
agent, Fleet National Bank, as collateral agent, and the banks listed on the signature
pages thereto.

Amended and Restated Security Agreement dated as of January 29, 2001, made by the
Company and certain of its subsidiaries in favor of Fleet National Bank, as
administrative agent (incorporated herein by reference to Exhibit 4.5 filed as part of the

Company’s Form 8-K dated February 7, 2001 {Commission File No. 1-6370)).

Amended 2000 Stock Incentive Plan (incorporated herein by reference to Exhibit 10.1
filed as a part of the Company’s Form 10-Q for the quarter ended July 26, 2003
(Commission File No. 1-6370)).
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Exhibit
Number

10.2

10.3

10.4

10.5

12.1
211
231
311
31.2

32

Description

Amended Non-Employee Director Stock Option Plan (incorporated herein by reference
to Exhibit 10.2 filed as a part of the Company’s Form 10-Q for the quarter ended April
26, 2003 {Commission File No. 1-6370)).

Amended 1995 Stock Option Plan (incorporated herein by reference to Exhibit 4.12
filed as a part of the Company’s Registration Statement on Form S-8 dated July 7, 1999
{Commission File No. 1-6370)).

Amended 2002 Employee Stock Purchase Plan (incorporated herein by reference to
Exhibit 10.4 filed as part of the Company’s Form 10-Q for the quarter ended April 26,
2003 (Commission File No. 1-6370)).

Amended and Restated Deed of Lease dated as of January 17, 2003, between the
Company and Liberty Property Limited Partnership (incorporated herein by referenced
to Exhibit 10.5 filed as a part of the Company’s Form 10-Q for the quarter ended April
26,2003 (Commission File No. 1-6370)).

Ratio of earnings to fixed charges.

Subsidiaries of the Company.

Consent of PricewaterhouseCoopers LLP.

Section 302 Certification of Chief Executive Officer.

Section 302 Certification of Chief Finarcial Officer.

Section 906 Certification of the Chief Executive Officer and the Chief Financial Officer.

The foregoing list omits instruments defining the rights of holders of our long-term debt where
the total amount of securities authorized thereunder does not exceed 10% of our total assets. We
hereby agree to furnish a copy of each such instrument or agreement to the Commission upon

request.

{b) Reports on Form 8-K.

1.

On November 5, 2003 we filed a current report on Form 8-K dated November 3, 2003,
which furnished, under Item 9, the press release announcing the consolidation of our U.S.
warehouse operations into a single U.S. distribution facility in Roanoke, Virginia.

On December 5, 2003 we filed a current report on Form 8-K dated December 5, 2003,
which furnished, under Item 9, the press release announcing the financial results for our
third quarter ended October 25, 2003, and provided net sales and diluted earnings per
share guidance for the remainder of fiscal 2004.

On December 16, 2003 we filed a current report on Form 8-K dated December 15, 2003,
which furnished, under Item 9, the press release announcing the Board of Directors
approval of the adoption of trading plans in accordance with Rule 10b5-1 or the Securities
Exchange Act applicable for all senior executives and directors and the establishment of
such plans by two of our executive officers.

On December 24, 2003 we filed a current report on Form 8-K dated December 24, 2003,
which reported, under Item 9, the press release announcing: (1) our cash tender offer and
consent solicitation for any or all of our $104,000,000 outstanding principal amount of our
11%4% Senior Secured Notes due 2011 and (ii) our call for redemption of our $20,000,000

" aggregate principal amount of our 10%8% Senior Notes due 2007.

On January 6, 2004 we filed a current report on Form 8-K dated January 6, 2004, which
reported, under Item 9, the press release announcing our plans to offer $150,000,000 of
Senior Subordinated Notes due 2014, the proceeds of which would be used to redeem the
11%1% Senior Secured Notes due 2011 and a portion of the 10%8% Senior Notes due
2007.




6. On January 9, 2004 we filed a current report on Form 8-K dated January 9, 2004, which
reported, under Item 9, the press releases announcing: (1) the Company’s receipt of tenders
for our 11%4% Senior Secured Notes due 2011 and consents to amend the indenture
relating to these notes and (2) the pricing of a private placement of $225 million aggregate
principal amount of 7%4% Senior Subordinated Notes due 2014.

7. On January 14, 2004 we filed a current report on Form 8-K dated January 13, 2004,
which reported, under Item 9, the press releases announcing: (1) the closing of a private
placement of $225 million aggregate principal amount of 7%4% Senior Subordinated Notes
due 2014 and (2) a call for redemption of $84,285,000 aggregate principal amount of our
10%3% Senior Notes due 2007.

8. On January 26, 2004 we filed a current report on Form 8-K dated January 22, 2004,
which reported, under Item 9, the press release announcing the extension of the expiration
date of our tender offer for our 11%4% Senior Secured Notes due 2011.

(¢) Exhibits to Form 10-K.
See Item 15(a)3.

(d) Financial Statement Schedules.

See Item 15(a)2.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, as of the 8th day of April 2004.

ELIZABETH ARDEN, INC.

By: /s/ E.SCOTT BEATTIE

E. Scott Beattie

Chairman, Chief Executive
Officer and Director
(Principal Executive Officer)

Pursuant to the requirements of the Securitics Exchange Act of 1934, this report has been
signed by the following persons on behalf of the registrant and in the capacities and on the dates
indicated.

Signature Title Date
/s/ E.ScOTT BEATTIE Chairman, Chief Executive April 8, 2004
E. Scott Beattie Officer and Director

(Principal Executive Officer)

/s/ STEPHEN J. SMITH Executive Vice President and April 8, 2004
Stephen J.:Smith Chief Financial Officer

(Principal Financial and

Accounting Officer)

/s/ FRED BERENS Director April 8, 2004

Fred Berens

/s/ _GEORGE DOOLEY Director April 8, 2004

George Dooley

/s/  WILLIAM M. TATHAM Director April 8, 2004
William M|, Tatham

/s/  RICHARD C.W. MAURAN Director Aprit 8, 2004
Richard C.W. Mauran

/s/ J.W,NEVIL THOMAS Director April 8, 2004
J.W. Nevil Thomas
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Elizabeth Arden, Inc.
Miami, FL
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Director of Investments
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Miami, FL
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President and Chief Executive Officer
Community Television Foundation

of South Florida, Inc. (WPBT-TV)
Miami, FL
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Private Investor
London, England

William M. Tatham??
Chief Executive Officer

X| Partrers, Inc.

Toronto, Canada

I.W. Nevil Thomas!

Chairman, Bedford Capital Corporation
Toronto, Canada

Executive Officers

E. Scott Beattie
Chairman and
Chief Executive Officer

Paul F. West

President and
Chief Operating Officer

Stephen J. Smith
Executive Vice President and
Chief Financial Officer

Michael H. Lombardi

Executive Vice President,
Operations

Oscar E. Marina
Executive Vice President,
General Counsel and Secretary

Ron L. Rolleston

Executive Vice President,
Global Marketing

Joel B. Ronkin

Executive Vice President and
Chief Administrative Officer

Jacobus A.J. Steffens
Executive Vice President,
General Manager - Internationaf
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Corporate Offices
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305-818-8000
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212-261-1000
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Investor Relations
For investor information, including Securities
and Exchange Commission filings and other
financial literature, please visit our website at
wwwi.elizabetharden.com or write to us at:

Elizabeth Arden, Inc.

Investor Relations

200 Park Avenue South

New York NY 10003

Transfer Agent and Registrar
American Stock Transfer

and Trust Company

59 Maiden Lane

New York, NY 10038

800-937-5449

www.amstock.com

Independent Accountants
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400 Campus Drive
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Annual Meeting

The annual meeting of shareholders
of Elizabeth Arden, Inc. will be held
at the company’s executive offices,
14100 N.W. 60th Avenue

Miami Lakes, FL 33014, on

June 22,2004 at 10:00 am

local time.

Common Stock Information
The company's common stock is traded
on the Nasdaq National Market under
the symbol "RDEN"
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